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inputs, apart from maintaining a fovourable price climate, it would be 
necessary to improve the performance of domestic market for 
agricultural products, increased access of the farm sector to the world 
market and triore effevtive implementation of the price support policy. 
With the objcetive of ensuring reasonable returns to the farmers to 
promote investment by them in farm enterprises, apart from taking 
certain non-price measures, the minimum support prices for various 
agricultural commodities are fixed by the Government each year on the 
basis of the recommendations made by the Commission for Agricultural 
Costs and Prices (CACP). Together with the introduction of improved 
technology and delivery of services, price support strategy followed by 
the Government of India has succeeded in taking agricultural sector 
ahead and rriaking the country self-sufficient in foodgrains. The 
Commission for Agricultural Costs & Prices CCACP) has been advising the 
Government on the price policy of selected agricultural commodities 
with a view to evolving a balanced and integrated price structure in 
the perspective of the overall needs of the economy and with due regard 
to the interests of the producer and the consumer. Over the years, the 
Cotrimission has helped in the evolution of a stable and positive price 
policy for agricultural commodities. The minimum support prices for 
various crops sown during •1994-95 were fixed fay the Government after 
considering the recommendat ions of CACP, the views of the State 
Government and Central Ministries. 


The intervention of government in Indian agricultural scene through, 
fixing of minimumn prices for the important/major commodities based on 

average cost pricing , enforcing market regulations for fetching better 
prices to the producers, and bringing more agricultural commodities 

under market regulations for controlling the price movements, has 
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The role played by the agricultural prices in the process of economic 
development and in determining its stability, is presented in an 


intergrated and critical manner in this research work and as is 


evident, this work is the result of a close intellectual look on the 


presented in a comprehensive manner and the main theme of the 


thesis relates to the study of trends in price of foodgrains in India 


during a particular plan period 


argued that the policy measures taken for counteracting the 


of imbalance in agriculture in India are at best palliatives 


and the strategy of the planners must be to remove this imbalatvce 


formulating policies based on the study of causal factors of 


instability arising from differnl agricultural commodity prices and the 


responses of agriulture to them 


The study entitled 


Price 


in Indian 


been organised into nine chapters viz 


Introduction, Review of 


1 iterature 


over view of Foodgrains Production, Prices and Policy 


During the Planning Era 


Agricultural Price Policy -views and 


Instruments of Agricultural Price Policy “Performance 


reviews 


Apprai sal 


Relevance of the Theory of Price Determinat ion to the 


Agricultural Market 


Foodgrains prices in India -Their Emerging 


Agricultural Policy of India in the wake of 


Trends and Determinants 


GATT 


and '■Summary of Findings, Conclusion and Suggestion 
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agricultural prices will not materially help the Indian farmers. Since 

majority of farmers have marginal and small holdings and rise in 

agricultural prices does not evince any favourable impact on their 

income as they have little to sell. Jain, in this connection remarks, " 

Raising of agricultural prices, however, does very little to help the 

poor farmer because the main problem still remains that they have 

•1 

very little to sell, because they produce very little. Declining farm 
prices are still more serious since the real income of the farmers goes 
down as a result of which the demand for manufacturers automatically 
comes down. Hence, in a poor country like India, where about two“thirds 
of population is engaged in agricultural pursuits. " Price 
oscillations hit hard the millions of under-pr i vi leged people in the 
country." 

Besides affecting expenditure pattern, agricultural prices also play a 
prominent role in determining the production pattern, not only of 
agricultural sector but of many manufacturing industries which depend 






those consumer goods like toKtiles 


sugar , cigarette 


production of which agricultural raw materials are u 


Indirect ly 


agricultural prices have a strong bearing on the general price level in 


the country 


The combination and transf ormation of resources or inputs results into 


the production of food. Here we have two factors! (i> Resources 


independent factors and (ii) Food as the dependent factor .The 


relationship between the physical resources and food as an output i 


called production function. Hence, when we talk about food policy in 


we have to consider resource situation, food production 


and prices together 


FOOD PRODUCTION AND ITS SUPPLY s Questions of the total food production 


and its supply are of concern to all individuals whether or not they 


are producers of food. Supply functions, of course, are of particular 


interest to policy-makers who have to administer the food policies and 


programmes. The explanation of the nation’s food supply policies is to 


be explained in the production function of agriculture, the structure 


of input and food prices and the prices response of individual farmers 


The food products which cultivators produce at a piarticular time is not 


the function of 


at that time but of earlier decisions. The food 


supply of any year is affected by weather condition 


prevailing in 


different parts •of the country. Some regions suffer from drought or 


lood and others have favourable weather conditions 


Famines and 


rcity in India during the nineteenth century were mostly due to the 


lack of transport facilities in moving food from the good harvest area 


to the scarcity region. Because of the lack of any significant pressure 


of population on land, there was a static equilibrium between demand 


ome marginal 


and supply of foodgrains. In fact, the country had 


surplus for export. In this connection, the Census of India Report 


1951 presents the following picture! About 1880 the country was sur 






in foodgrains to the order of 1.S million ton 


Even in the famine 


years 1896“97 and 1880-1900, the country exported 1.5 million tons of 


foodgrains respectively 


But since the beginning of the twentieth century, the country 


egan to dwindle and in some years it had to import to meet the demand 


of growing population. With the separation of Burma from India in 1937 


the internal supply of rice which used to be supplied by Burma was cu 


off and the country began to import rice from that country. In 1940-41 


and 1941-42, the net imports were about 1 million ton and 0.5 million 


tons respectively. With the invasion and occupation of Burma by the 


Japanese during 1942-45, the import of rice was discontinued and the 


country faced a grave food situation with the crop failure in Bengal 


THE CONTEXT s Before the Hid-sixties of thi 


century, the activities of 


the government in the foodgrain economy were limited in scope to the 


import of grain and its distribution (mainly in the urban areas under 


various forms of rationing) during periods of food scarcity following 


poor harvests. Thereafter, however, with the adoption and promotion of 


new agricultural 


based on the cultivation of 


trategy 


yielding var i et ie 


modern 


use 


pesticides, etc.) in areas of assured water 


government began to play a major role in the transf ormation of the 


agricultural 


ector. This lead to the involvement of 


such as the development of infra 


vision of subsidies of different kin 


and the promotion of agronomic research for the adaptation 


of exotic crop varieties to Indian conditions 


The agricultural price policy which evolved subsequently must thus be 


seen as an essential part of a larger 'package' of policies designed to 


promote rapid growth in a few regions endowed well 


■i irrigati 
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facilitissr and to encourage private investment in the necessary 


(modern inputs 


tubewells, farm machinery, etc) for the cultivation of 


the new var ietie 


It can be argued that, given the highly skewed 


distribution of land and assets and a marked regional concentration of 


irrigated area 


the package was bound to promote both inter~regi onal 


regional inequalities. For this reason, one can perceive 


built-in regressive character in the price policy and locate it within 


the overall policy of promoting growth through various productior 


a policy which is not based on sufficient considerat ion of 


likely distributional consequences 


FACTORS INFLUENCING CHANGES IN PRICES 


of agricultur 


commodities are affected bymany factors which can mainly be classified 


(a) demand factors and (b) supply factor 


DEMAND FACTORS 5 Demand for agricultural commodities is influenced by 


many factors. Four important factors which influence the household 


demand for agricultural commodities are listed here 


These are (I) PRICE OF A COMMODITY 


Households 


demand for ar 


agricultural commodity is influenced by the price of that commodity 


the higher the price, the lower will be the quantity demanded 


(ii) PRICES OF RELATED GOODS! It is also influenced by the changes in 


of related commodities. In some cases the demand for one 


commodity will increase, as the price of another commodity increases 


(when the commodities are c lose subst i tute ) . While in other cases the 


demand for one commodity may decrease as the price of another commodity 
incrases (when the commodities are complementary) . (iii) TASTES, HABITS 


AND FASHION 


A household demand for agricultural goods is also 


influenced by the tastes, habits and fashion prevailing in the society 


at a particular period of time, (iv) INCOME* Demand for agricultural 


goods is also influenced by the household income. In most of the cass' 
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Further there has been a increasing recognition of the need to keep a 


control on price movements of agricultural commodities during plan 


period 


Any effort to control and regulate the prices requires 


study of price behaviour and inter-temporal change 


cont inuou 


associated with them. For any sound price policy, a 


behaviour is an essential prerequisite. Prices act an an instrument of 


efficient allocation of resources, distribution of income and 


formation to accelerate growth 


In view of the adverse conditions in India agricultural scene the 


intervention of government through (i) fixing of minimum prices for the 


impor tant/maj or agricultural commodities based on average-cost pricing 


<ii) enforcing market regulations for fetching better prices to the 


producers by removing exploitative market practices and (iii) bringing 


more agricultural commodities, under market regulations for controlling 


movement, has become inevitable 


Meilor <197E) 


that the most effective means by which government can improve the 


pricing system of agricultural commoditie 


through improved 


marketing facilities which is the result of the enforcement of market 


regulations in India. Examination of time series data of prices of 


agricultural commodities through secular 


trend and seasonal 


fluctuations helps in guiding the farmers in taking decision 


about 


production and marketing 


The three main factors which contribute to price fluctuations in 


agricultural commodity prices are 


(15 relatively low price elasticity of demand for agricultural 


commoditiei: 


(2) biological nature of agricultural production, and (3) 


seasonal nature of agricultural industry, where output become available 


at a particular time in a year. This affects the farmers 


income 
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quantitative increas 


and a qualitative improvement of food—gra 


production. Thi 


a situation common to all developing countries 


ood production is less than the demand 


In low income countries like India, agricultural productivit 


tremely low and therefore, both the quantity and 


incomes are 


of food consumed are also low. Food intake of a major sections of the 


population is so restricted that even the calorie intake 


insufficient for normal growth and activity. Even those people who 


nav 


enough food 


have a diet which is lacking in 


calorie-wise, however 


important qualitative feature 


health is 


resistance to disease is lowered, and capacity to work is reduced. Food 


policy, therefore, becomes very important in the al round development of 


a developing country like India, as it helps, among other thing 


per capita food intake 


sr capita food intake is of special importance because of (a) 


direct effect on human welfare and happiness, (b> its indirect effect 


on output through influence on the capability of man to perform work 


and (c) its indirect effect on per capita income through influence on 


death rates and hence on population growth. Secondly, it should not be 


forgotten that the rate at which industrial development-cum' 


urbanisation takes place is necessarily preconditioned by the ra 


of marketable surplu 


of foodgrains. Thirdly 


a developing economy, while expanding its industrial base 


qualitative and quantitative increase in foodgrains production for 


feeding for working force. Fourthly, huge investirient in the sphere of 


ic industries may create a capital scarce situation to other 


consumer goods industries and food grain production. This situation may 


necessitate the country to give more importance to agriculture in th 


initial stsages of development to take care of enhanced demand f 



violently 


prices fluctuate 
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mechanism to the disadvantage of both the producers as well as the 


consumers. These fluctuations in the prices of agricultural products 


are the greatest hurdle in the way of agricultural development for they 
bring ruin to many. For instance, in bumper crop years, prices fall too 
low to leave farmers any better off and in light crop years, prices 


rise steeply but the farmers have very little marketable surplus 


Similarly persistent imbalance between supply and demand causes violent 


fluctuations in consumer prices and thus affects the poor consumers 


The two major aspects of the price policy, therefore 


protect the farmers’ interests by removing or at least mitigating the 


major uncertainties by assuring the farmers remunerative prices of 


their produce, and (Z) to safeguard the interests of low income 


consumers by assuring minimum supplies of food articles at reasonable 


IMPORTANCE OF PRICES AND PRICE POLICY 


The relative structure of 


prices influences the allcoation of productive resources, and 


thereby 


the levels and composition of production. Price relationships effect 


relative prof i tabi 1 i ty and economic incentives. Relative profitability 


is a function of the physical productivity of resources in various uses 


as well as of the relationship among prices of inputs and outputs 


Theref ore 


dynamic price policy, in conjunction with other policie 


(which increase the productivity of resources) plays an importan 


positive role in the modernisation process and in bringing 


about optional allocation of scarce resources in the economy. The 


structure of prices in a free market economy is a result of the general 


equilibrium process that is 


pected to operate very efficiently in 


such markets. However, the market imperfections coupled with socio 


economic objectives of the modern governments deliberately intervening 


the market process of adjustments, such interventions are generally 


intended to ensure that the scarce resources are not frittered away in 
the short run for the benefit of a few dominant sections of the society 



and to tune the production mechanism to meet the needs of defence 


production 


the objective of achieving 


conomic equality and 


balance of trade and payments commitments. The interventior 


are 


through price policies, licensing policy and distributive control 


In a developing country like India, the production and distribution of 


foodgrains and other agricultural commodities need to be effectively 


controlled. Acute shortages and surpluses of foodgrains owing to the 


coupled with a rapidly growing population 


vagar xes 


monsoon 


admin i st rat i on of agricultural production and distribution a very 


unenviable task. Without any intervention, the agricultural markets are 


likely to become extremely volatile with wide variations in the 


production and prices of agricultural goods. Both the producer 


agricultural commodities and the consumers are likely to be put to : 


such wide fluctuation 


fall in 


enormous hardship 


agricultural prices reduces the incomes of the farmers and adversely 


affect their standards of living. Similarly 


increases in 


prices of foodgrains affect the consumers. Therefore, there is need for 


state in the agricultural markets. The 


the intervention 


intervention should be aimed at stabilisation 


iltural ist 


them incomes of the 


commodities cind 


policies would also be helpful in maintaining and improving the 


standards of living of consumers 


The price stabal isation policy has a dynamic role to play, especially 


in low“income countries like India. For example, uncertainty regarding 


future prices has an effect on the level and f»attern of foodgrai 


production. Price expectations guide the agricultural production 


the extent the price expectations fail to materialise, the agricultural 


production may turn out to be in excess or short of actual demand 
the actual prices causing dlffijci^'ltie^ifto the producers and consu 



of agricultural comniodities. Although farmers know that prices 
fluctuate, their incapacity to anticipate the direction and SKtent of 
price changes with reasonably low errors leads them to take wrong 
production decisions. In view of the uncertainties regarding the price 
changes, the farmers are forced to take decisions with great risk. 

Thus, if two commodities have quits different degrees of uncertainty 
regsirding prices, the one with the greatest uncertainty will tend to be 
discounted more than the other crop, with a consequent relative 
production emphasis on the lower risk crop. In this situation, relative 
changes in uncertainty for different crops is likely to result in 
relative changes in their production .Thus , if it is desired to increase 
production of a crop for which there is considerable price uncertainty, 
then a price guarantee programme for that crop will tend to increase 
its production relative to other crops, just as would be the case of a 
price increase. As across-the-board set of price guarantees can also be 
eKpected to result in a relative increase in the production of those 
crops for which the risk and uncertainty had previously been the 
greatest. And further, price instability in low-income countries 
necessitates formulation and implementation of appropriate price 
stabi 1 isation programmes for the purpose of reducing price risks. All 
these factors testify to the urgent need for an imaginative price 
policy for agricultural commodities in a country like India, where the 
primary sector is a dominant sector. Appropriate and imaginative price 
policy for foodgrains can play an important role in ensuring lucrative 
prices to the farmers and at the same time adequate supply of 
foodgrains at reasonable prices to the vast population living below the 
subsistence level . Pri ce Pol icy designed to increase the production 
within the context of traditional agriculture suffers from three major 


disabilities. 


<1> The necessary policies will tend to be inconsistent with other and 
perhaps more basic goals of economic, development. 

(2) The appropriate devices for effecting price increase may be 
difficult to organise and administer. 

(3) Even if the desired policy can be eKecuted, it will tend to be 
effective in raising the aggregate of production. 

An imaginative price policy therefore has to be evolved within these 
const raints . 

FUNCTIONS OF AGRICULTURAL PRICES; Agricultural prices have three 
distinct functions, vis;., (i) efficient allocation of resources, (ii) 
bringing equality in income distribution and (iii) inducing the 
capital formation. 

Agricultural prices give signals to both producers and consumers 

regarding the level of production and consumption. Changes in the 

relative prices of the various agricultural commodities affect the 

allocation of resources among agricultural commodities by the producers 

are allocation of expenditure on consumption of these commodities by 

the consumers. If the price of a given commodity increases relatively 

to all other agricultural commodities, then the producers would be 

allocating more resources, i.e., land and other inputs, for the 

3 

production of that commodity. On the other hand, agricultural prices 
determine the farmers income and effect the levels of living of the 
people engaged in the other sectors of the economy, as agricultural 
commodities form part of wage goods. Thus, it is recognised by the 
economists that agricultural prices do effect income distribution among 
the different product"producers and between the different sectors of 
the economy. 


Given the functions of agricultural prices, the implication of wide 

fluctuations remains that the income of producers would fluctuate more 

than the fluctuations in output. Consequently, the producers® price 

will be depressed in the short run and producers' inducement to invest 

in farm enterprises to enhance the future production will be damp>ened. 

In turn, this will adversely affect the long-term supply .Further, as 

economic development proceeds, the demand for farm products does not 

rise as fast as that for industrial goods and services owing to low 

income-elasticity of demand for farm products. 

4 

For these reasons the views of Schults were endorsed. Schults 
believes that there is no way of organising and integrating the 
production activities of numerous farmers among one another and with 
the rest of the economy, except by a system of prices. Thus, the 
government’s intervention through agricultural price guarantees of one 
type or another has become necessary. 

OBJECTIVES OF PRICE POLICYs In India, being a developing 

5 

economy, Raj Krishna views that the role of positive price policy 

should be the part of a growth policys (a) to accelerate the growth of 

agricultural output as a whole, (b) to accelerate the growth of output 

of different crops or in the context of planning to promote optimum 

crop mix according to target, and (c) to ensure adequate increases in 

the market supiply of food crops in countries like India, where a large 

part of output is retained for home consumption. S.K.Ray, et al, 
6 7 

(• 1977 ) and A.S.Kahlon {1980) identify the goals of production--ar iented 





price policy as 5 (a) stability in relative prices in the short-run, 
(b) stability in terms of trade in medium run, and (c) adjustment of 
all the prices to their equilibrium level in the long run. However, the 
allocative role of agricultural prices get carried into the terms of 
reference of the Agricultural Prices Commission <APC) when it was set 
up in 1955. Thus, the APC emphasised on the need to <a> provide 
incentive to the producer for adopting improved technology and for 
maKimising production, and <b) ensure rational utilisation of lamd and 
other production resources. Therefore, since 1965, the main objective 
of the agr icultural price policy has been to ensure an incentive price 
to farmers. So, the objective of the Indian price policy was to 
stimulate agricultural production and obtain price stabilisation in 

agricultural commodities. 

■ 

The major objective of the agricultural price policy is to achieve 
price stability without destabilising total revenue of the farmer and 
provide a price support which would be economic to the grower as well 
as agro-~based industry and at the same time subserve the interests of 
the consumer. In other words, the intention is to integrate support 
prices with policies to stabilise prices and supplies to consumers. In 


the developed countries like the U.S, 


Canada and Western Europe, 


where the farm incomes have badly lagged behind non-farm incomes in the 
process of economic growth, the main objective of price policy is to 
rise farm incomes so as to bring them in line with the income levels in 
the rest of the country. In the underdeveloped countries, however, the 
income-oriented price policy of the developed countries has not much 
direct relevance. In poor countries the problem is not over production. 
In these countries the objective of farm price policy, therefore, 
should be to increase agricultural production by creating economic 
incentives for farmers-The policy should be able to perform * 










following functions. 


To acceleraite the growth of agricultural output as a whole, 


To stabilise prices in order to prevent fluctuations, 


3. To bring about desired changes in product nii;<. 


"o increase the marketed surplus. 


To ensure adequate supplies of foodgrains to the low income 


consumers at reasonable prices, 


Thus Price Policy must ensure that agricultural production is economic 


both in the widest and in the strictest sense of the term. In its 


narrow sense, economic production would mean that costs are reduced to 


the minimum, that the agriculturists have a fair margin of profits and 


that the costs of agricultural products, food-grains and raw material; 


as they enter into the costs of living and the prices of manuf aetur ed 


articles either in the internal or eKternal markets are on healthy 


levels. In the wider senses, econorriic production would signify the 


widest distribution of scarce land resources among the various 


competing ends, forestry, pastures and cultivation in the first 


instance and secondly, between food crops and cashcrops. 


Thus Main objective of the Thesis is to study the trends in prices of 


foodgrains in India during the planning period, the impact of efforts 


to stabilise prices on the stability of prices and on the income of 


farmers producing foodgrains and to draw inferences for policy 


formulation. In addition to analysing and eKamining the price trends 


and policies of foodgrains in India an attempt is also made to 


critically review the past policies and offer some guidelines for 


future policy on the basis of the observations and suggest policy 


reformulations and alternative strategies. 





been conducted in a systematic manner by setting up 


appropriate hypothesis adopting suitable theoretical frarriework and 


employing sophisticated statistical tools and logical methods to 


analyse various issues in the thesis 


SCOPE OF THE STUDY! The 


tudy is confined only to the plan 


•1951 onwards. The study is entirely based on the published 


Most of the statistical information was drawn froin 


official reports as well as plan document 


and other published works 


n eluding journal 


In view of the primary importance of food articles 


our 


attention in this 


devoted to foodg rains. Other agricultural 


commodities will be touched upon where necessary 


pecially to 


highlight the relative position of food articles 


but will be eK eluded 


from detailed 


Cotton and jute are the most important among 


the crops thus eKcluded. They are in a special category as speculation 


is an important variable to be considered in the determination of their 


prices, and as both of them, especially jute, are greatly subjected to 


international forces. Including their analy 


therefore, mean a diversion from our main problem 


LIMITATIONS OF THE STUDY 


Some of the limitations of the stud 


tated at the outset 


should, however 


not review the prices of all varieties of 


agricultural commodities 


the interaction between 


tandards of living in general. It confines itsel 


prices of foodgrains and standards of producer 


foodgrains 


no attempt is made to study 


var '.^ous 


categories of goodgrains 
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obtainable. The way how the minimum support price acts as minimum or 
rriaximum depends upon the prevailing local market conditions, which even 
differ from commodity to commodity. Further the support prices are 
generally announced before thr sowing season. But there is an element 
of uncertainty about the actual cost of production and the yield 
factor. Hence the impact of these factors can be very much visualised 
through price fluctuations either annually or seasonally which differ 
considerably from commodity to commodity. 

However, one might also view that the determination of one agricultural 
commodity price is subject to the inter-commodity price behaviour along 


with its own supply and demand conditions, 




REVIEW OF LITERATURE 


‘ agricultural commodity price behaviour based on the earlier studies 
5 be analysed under three heads s (i) A comparative trends and 
isonality of prices of agricultural commdities, Cii) The terms 
trade and the parity among agricultural commodities. (iii) An 
iilysis of the price impact on quantity and price ex pe ctat ions . 

■ A COMPARATIVE TREND AND SEASONALITY OF PRICES OF AGRICULTURAL 


COMMODITIES s It is important to have a knowledge of normal seasonal 
movement of prices, because, it is useful to farmers and dealers in 
determining the beist time for the sale of the product. 

1 

Sinha (-1965) studies the seasonal variations in the food prices. The 
wholesale prices of rice and wheat at Calcutta and Bombay are taken for 
the study. Along with it, seasonal movement of wholesale prices of raw 
jute and raw cotton at Calcutta and Bombay respectively are also given 
for comparison of the seasonail variation of prices of cereals with that 
of non-'cereals . The seasonal behaviour of the prices of rice and wheat 
in Calcutta and Bombay markets indicates that the lowest prices are 
recorded in the harvest and post-'harvest months and the highest prices 
in the months towards the end of the harvest months. In case of rson™ 
cereals, jute prices follow a seasonal pattern, while in case of cotton 
the seasonal variation is not marked. This is probably because the 
marketing conditions in respect of cotton and bargeiining strength of 
cotton growers. In addition the prices of cotton is also influenced by 
the international stock. 

£ 

The report on the marketing of rice in India states that the extent of 
fluctuations in prices from month to month varied from market depending 


P 








on various factors such as the nature of the crop, the prospects of the 
next crop and the prices of the other competitive crops. In general, 
there is a tendency for cheap varieties of grc\ins to show greater 
fluctuations than the fine ones because according to the well known 
economic law, fine varieties are demanded by higher income groups whose 
demand for such varieties is inelcxstic and hence does not respond as 
strongly as the supply and price changes- 


For examining the index of irregularity around the index of normal 
seasonal variations in the prices of rice and jute at Calcutta and the 
wheat and cotton at Bombay, the standard deviations from normal 
seasonal variation of prices are computed. These show that the 
devicitions from the normal seasonal variations of prices in case of raw 
jute and raw cotton are greater than those in case of rice and wheat. 
It means that the seasonal pattern is distributed by other factors. 
Both jute and cotton being commerciaxl crops, the demand for them is 
greatly influenced by the national and international position of the 
commodities in different seasons. 

3 

liajumdar (1965) sinalyses the seasonality in prices. He supports the 

finding that the producer’s share of the consumer rupee is generally 

low in the marketing period and high in the lean supply period, which 

is borne out by a study conducted in respect of rice in Andhra Pradesh 

4 

and Makdras for the year -1962. 

5 

Kulkarni (1965) examines the price behaviour of food crops recorded in 
a reaulatad market. The selected centre is Ghoti in Maharashtra. The 
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iblSj by the large 


food 


elected i 


This 


s made 


amount of data collected in the survey of marketing of three? years 


1959-60 to 196''I-6S» He makes a comparison of the behaviour of Ghoti 


and their relationship with the Nasik and Bombay price 


analysis shows that from ■1959-60 through ■196-1-6S 


a continuo 


declining trend in all the prices at the three centres. In or 


amine the quantitative influence of some 


letermine the price of paddy in Ghoti market the following func 


relationship is postulated 


Where 


Monthly average price of paddy in there centres in Rs . per md 


Total sales of all varieties of paddy in Ghoti market yard 
expressed as percentage of the yearly total. 


Monthly average price of paddy in Nasik, Kolapi, in Rs. pier md 


for •196-1-62 


Trend, '1 for ■1959-60 


or ■1960“6'1 cind 


33 


The period considered is of three years between 1959-60 and 19 


ent during 1961-62 


b e c au s e o f t h e p e c u 1 i a r d e man d c o n d i t i o n s p r e 


1 959-60 


regressx on 


IS run 


1960-61 


and then for all the years together 


examine the behaviour of maximim price a 


common 


of them are taken alternatively as dependent variables. The 


botl- 


of monthly prices indicates that the trend in 


ion analysi 


prices in Ghoti, as reflected by the maximum price 


association with the local suppilies and is largely determined fay the 


prevailing in Nasik. However, the local supply has significant 


influence on the price paid for the largest consignrrtent marketed 




Kahlon 


and Singh (1967) analyse th 


seasonal 


>riC8 movemen 


groundnut marketing. Four important groundnut m 


are 


selected for this purpose. The questionnai re method is used to 


the reievent data from various sources such a 


comnu 


t rade r s 


and warehouse management 


arrivals and prices are obtained from the market committee 


covers the period 1966“"67. The trend in the price o 


groudnut « 


cont inou 


upward movement through the ye 


To measure the magnitude 


of seasonal f luctuations , seasonal indices are 


Twelve month 


are used to obtain the trend values. After removing the 


iTio V mg average 


trend plus the seasonal and the cyclical fluctuation 


whatever remt^ins constitutes the irregular f luctuati ons » These 


data 


are irregulsir in character and hence measured by constructing an index 


variation (S ^ I / S) .The index of 


of seasonal 


fluctuations is found to be uniform throughout the year 


Singh and George (19715 study the seasonal fluctuations and 


trend for paddy. The trend and seasonal price fluctuations are worked 


in F'unjab s 


twelve months moving average and the index of 


var iat i on . Anal ys i s of paddy prices during 1957 to 1966-67 show* 


there is no visible trend indicating 


the pattern of market arrivals indicate 


paddy. However 


upward trend in these markets. But the trend in price is much subdued 


as compared with the trend of arrivals which is due to the Governrrient *s 


policy of fixing ceiling price on paddy and rice. The analysis shows 


that because of heavy arrivals of paddy, the price 


6. Kahlon. A.S. and Balwinder Singh, "Marketing of Groudnut in Qhoti 
Artha Vijnana., 7(1), March 1985, pp. 1-E6. 





lowest level. On the other hand 


when the 


lowest, the price indices are at their highest in all the markets 


Pavaskar (1971) studies the seasonality in cotton prices. The period 


is 19&7-68 to 1969-70. It i 


under- 


observed that though the two 


years of 1968-69 and 1969-70 show c\ distinct rise in price from the 


peak marketing months to the season-end, no 


onal rise i 


disc e r n i b 1 e 


1967-68. In fact 


decline substantia 


during that year after the rus 


Evidently a 


arrival 


over 


easonal upward movement in cotton price 


a s s e m b 1 i n g ma r k e t 


an exceptional regular phenomenon of the co'tton 


market. The risk of subsequent fall in price 


Neve r the 1 8 


conceded that the cotton 


three years seem to have favoured the cotton merchants 


Venkataramanan and 


e X am x n i n g s e a s c 


move men 


Mural idharan (1978) 


s ion model of 


a non linear seasonal 


the form 


Where 


Wholesale price in a irtarket 


n period j in year t 


the average wholesale pirice in market in year t 


the number of observations within each year 


The study is made for twelve primary and secondary wheat markets for 


the period of 1961-1970. For the study of inter-year 



separate regression sstimates are made, one using monthly and the other 
bi-weekly price observations within each year. The anailysis shows an 
upward inter-year seasonal regression in all the twelve markets, 
showing th-at an owner of inventory would have received a positive gross 
return over the period •1961'-7‘''0 . It also indicates the upward inter-year 
seasonal regression in all the twelve markets. The inter-year seasonal 
regression shows that the year to year variability in the seasonal 
pattern but confirms the upward seasonal chareicter of price movements 
in all markets over most years. 

10 

Jhala (1984) examines the trend and seasonal fluctuations in 
groundnut oils and oilseeds. His analysis shows that the wide gap 
between demand and supply of edible oil seeds contributing to rapid 
increase in the price of edible oils. The compound growth rate of 
edible oil price is S.81 per cent per year over the last 30 years, as 
compared to the six per cent rise in the general price level during 
the same period i « e . , 1951-5S to 1980-81. In the specific years when oil 
seeds production declines considerably due to drought conditions the 
price rise becomes almost explosive. This happened in 1965-86 and 1966- 
67. Over the past few years the rapid rise in demand due to higher 
income growth rates also causes prices to escalate. The secule^r rise in 
edible oils prices is also characterised by heavy seasonail 
fluctuations. A time series analysis of nionthly groundnut oil prices 
for a fairly long |oeriod clearly reveals trend, cyclicail, seasonal and 
random fluctuaitions in edible oi Is prices .The seasonal index of monthly 
groundnut oil price generally starts with 100 in the irtonth of October 
when the bulk of groundnut crop is harvested. The bulk of goundnut 
production is disposed off within three to four months and thus 


seasonal index moves down to 94 in December. It starts increasing there 




then accelerate to 109 in 


comes down to 104 


emoe r 


oncoming harvest. The range of seasonal indeK of groundnut gen 


remains higher than that of groundnut oil. What i 


a n d g r o a n d n u t oil 


also true for other oi 


and vet: 


of groundnut in th 


regulated markets of Gujar 


move in unison with prices of groundnut oil 


Bombay anc 


in markets of Andhra Pradesh and 


ground 


amx 


groundnut oil price 


ince groundnut 


mainly a Khi^rif crop? 75 to 80 per cent of the cro 


four months of the 


i.e. the price prevailing in the pea 


of expected groundnut oil pric 


ve r 


in the above equation clearly reflect 


henomenon 


it irfiplies that the farm price of groundnu 


determined 


nd of edible oil in the 


An identical compound growth re^te of 8.81 per 


both annual wholesale groundnut oil price at Bombay and a 


India weighted farm h-arvest price of groundnut over the last 30 


oborates the hypothesi 


cotton 


cent of variations in relative farm 


definitely a very useful and meaningful result 


groundnu t wh i c; h 


(2) THE TERMS OF TRADE AND THE PARITY AMONG AGRICULTURAL COMMODITIES 


and Raj ago pa Ian (1965) 


examines 


agricultural price 


and the general price level and pric 


different farm products with general level of agricultural p«ri 








period 



to the Punjab State and cover 


Ha r V e s t prices 


seven 


jowar, cotton and ra are considered 


wheat 


rna X s e 


and general price 


Pt^rity between agricultural price 


worked ou 


General Whole 


parity 


e;<anune 


the general 


re va-jrked out between individua 


with 1949"-5() as a base 


agricultural price lev 


of Individual Product Price 


General Inde 


level shows 


level to 


reiTiained 


yecxr 


level in the state 


agricultural prices need to be supported in terms of minimum guaranteed 


would affect 


u n f a V 0 u r a b 1 e ba 1 an c s 


production adversely. The parity relations of individual 


oducts with general index of agricultural 


emains 


analysis also highlights wide fluctuations in 


points f 


of farm products 


0 p G i n t s for rna i z e 


sugar cans :■ 41 points for rice, 49 points for jowar 


Muthal ik-Desai (1966) analyses the sectoral terms of trade in 
agriculture during the period 195E--53 to 1960-61. He adopts commodity 
terms of trade of agricultural sector. In the course of this study of 
terms of trade the groups of manufacturers in the wholesale price index 
(1952-53 =100) is taken to represent the non-agr i cu 1 tu ral sector. On 
the other hand in the agricultural sector, price indices for cereals 
and food articles are taken. During the period under stuciy, the ratio 
of prices for different groups of agricultural commodities in relation 
to those of manufacturers are falling except in case of raw materials 
to manufacturers, i.e. the price-ratio which is in general favourable 
for the commercial farmer but not so for the farmer producing cereals. 
The c^nalysis further shows that the terms of trade iTsoves against 
agriculture. 

While working out the indices of parity of paddy (harvest) price with 
the prices of competing crops in the Punjab state, Singh and George 
13 (1971) show that paddy prices do not have any consistant advantage 
over the prices of competing crops due to the Government's price policy 
which arbitrarily fixes the price of paddy and rice, irrespective of 
price of other comimodities . The relatives turn unfavourable to paddy 
during 1963-64. It is observed that the delay in announcing the price 
of paddy in late October or in early November causes great uncertainity 
in the trade. It is, therefore, suggested that the Government should 
announce its policy well in advance after consultation with producers? 
traders and experts so that the producers sellers shall not suffer loss 
by selling their 


paddy much below the ceiling price 


Diwakar aind Slehara (1981) in their paper ©Kamine the parity ratios 
from 1966-6’7 between the price indices of general articles and of" 
cereal crops^ and also of price indices of cere-als and those of" 
manuf au:tu r 8 rs j industrial raw materials. Again, the parity ratios 
between tfu? price indices of cereals and of inputs like fertiliser, 
diesel and electricity are estimated .The whole sale price indices (base 
195S-53 “100) are used for calculating parity ratios. The result 
indicates that the parity ratios between the indices of crop prices and 
of general food articles prices are adverse for all the crops, excerpt 
for jo war cnid barley for a few years. 

15 

Agarwal and Sharma (1981) workout for the state of Rajasthan the 
parity for four food crops for the period 196:3“66 to 1978-79 with 1970™ 
71 as the base year. The parity ratios are cailculated from the indices 
of farm harvest prices and aggregate index of input prices and also bf 
procurement prices and the aggregate index of input prices. The results> 
of their analysis indicate that after 1974-75 the parity ratios are 
less than unity and the parity' ratios or procurement price show a 
declining trend since 1970-71. From this they conclude that on pari ty 
is found in the prices of inputs and outputs in the state during The 
period. They therefore, plead for the revision of the present policy. 
In a way what the authors seem to argue is that the procurement price 
should be determined only on the basis of input prices and in all 
years full parity needs to be provided. 






Diwakar and Sehi^ra (■1981) in their paper sKamine the parity ratios 
•from 1966--67' between the price indices O'F general articles and of 
cereal crops, and also of price indices of cereals and those of 
manuf acture rs , industrial raw materials. Again, the parity ratios 
between the price indices of cereals and of inputs like fertilizer, 
diesel and electricity are estimated. The whole sale price indices (base 
195£l"-53 “100) are used for calculating parity ratios. The result 
indicates that the parity ratios between the indices of crop prices and 
of general food articles prices are adverse for all the crops, sKcept 
for jo war and barley for a few years. 
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Agarwal and Sharma (1981) workout for the state of Rajasthan the 
parity for four food crops for the period 1965--66 to 197S”79 with 1970- 
71 as the base year. The parity ratios are calculated from the indices 
of farm harvest prices and aggregate index of input prices and also bf 
procurement prices and the aggregate index of input prices. The results 
of their analysis indicate that after 1974-75 the parity ratios are 
less than unity and the parity ratios or procurement price show a 


decliriing trend since 1970--71. From this they conclude that on parity 


:1ft’ 


is found in the prices of inputs and outputs in the state during the 

period. They therefore, plead for the revision of the present policy. 
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In a way what the authors seem to airgue is that the procurement price 

Should be determined only on the basis of input prices and in all : 






years full parity needs to be provided. 
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jowar, rabi and groundnut, the parity indice 
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in the casie of cotton 


are found to be favourable dur 


(3) AN ANLYSIS OF THE PRICE IMPACT ON QUANTITY ARRIVALS AND PRICE 


by John 


EXPECTATIONS s One of the most important 


tud i es on the as 


the marketed s 


McNeil y C 19' 


rice production is not 


the bulk of India 


marketed. M 


5 major 


acreages are 


the cultivator’s diet and his family may consume all that he produces 


or even more. It is estimated by the Ministry of Food and Agriculture 


roduction moves into 


=nt of the total rice 


in maxrketed 


marketed 


c o miTi e r c i a 1 c h a n n e 1 


j^ith variations in supply. If production increases and 


or the marketed 


to increase rrsore 


ely because of a tendenc 


At other 


ite may occur when production decreases and 


may vary quite separately, from dome 


I'lcW become unpredictable 


arid 


Kulkarni (1963) anailyses the relationship between market arrive^ls 
price of roundnut in three regulated markets in Haharashtra. The period 
of analysis is of ten years between September 1949 and August 1959. 
This study is made possible by a large amount of data on arrivals and 
prices available in the records of the market comniod i t i es , situated at 
the centres. The analysis of weekly figures reveals that percent rate 
of marketing in the "rapid marketing period" has a positive 
relationship with "Price prospects". So that when the laters are 
favourable, the produce is marketed at more than usual rapid rate. In 
the event of favourable price prospects, the percent rate of marketing 
is increased and the 50 percent c\nd 75 percent points are reached 
earlier. However, when the price prospects are not encouraging, the 
rate of marketing is decreased and the reaching of 50 percent and 75 
per cent points delayed. 

20 

Majumdar (1965) analyses the prices and marketed surplus of rice in 
Andhra Pradesh and Madras. His analysis shows that the sales by 
producers are generailly very high during the period immediately after 
the harvest when the producers fjrice is low. As contra-distinguished 
from this trend, sales by producers decline substantially late in the 
season when the producers’ prices go up. This fact illustrated by the 
data relating to the quantum of rice marketed during the 12 months of 
the year 1962 in Andhra Pradesh and Madras. Even the all India pattern 
shows that there is tet : it :t, rig the sales during the post- 

harvest period. This is particularly so in respect of wheat. Prices of 
wheat reached their lowest level aroumdMay-June? about 50 per cent of 
the total marketed surplus is marketed during the quarter April- 
June. The pattern regarding marketing of paddy is somewhat less uneven. 
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nature , 


a difficult task. In this cotext. 


t h e t h r e e 


coiTtmodi ties, 

viz. paddy, groundnut and cotton are selected in exc^mining the changes 
in price behaviour in regulated market. The study initiates the 
discussion on the problem of agricultural pricing and the views on the 
parity of agri cultural prices.. While ascertaining the imptact of 
regulation, it is viewed to examine the local price adjustability with 
terminal price of the selected commodities with the help of distributed 
lag models. It is the pioneering eittempt on ascertaining the inter 
commovlity price determination by adopting principal comfsonent 
analysis. On assessing the plausible causal relations among the pirices 
of the selected commodities, the analysis is made on the trend and 
seasonal behaviour. The analysis is extended to assess the relationship 
of arrivals and prices and their determinants in the selected 
commod i t ies . 

m ASSESSMENT OF TjHE EXISTING LITERATURE 5 As is apparent from the 
preceding detailed discussion on existing literature and its impact on 
the Indian economy, attempts made so far, suffer discerningly fromi the 
following limitations! 

1. Most of the studies have a predominant bias of being macro 
studies. Such studies by their very nature do not touch the core 
of reality since it is not possible to know from the top< what is 
going on at the inner base of the miountain of the problem. The 
correct approetch necessarily is to dissect the problerri into small 
pieces and then make an intensive effort to assess the reality. 
However, this is not to suggest that the macro level studies were 
meaingless. What is intended to highlight is the fact that it is 
always safe to have several representative micro studies before 
undertaking a macro level study for making safe generalisations 
a ”i; T; h e Ti a 1 1 o n a i x e v s 1 . 
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md the usef illness of the price theory in dete.r mini rig the food 


uat i oils in 


been 


wh i ch 


t o t !"i e e c o n o m i c p 1 a n n e r 


would 


v€^ 1 mill e use 


tiident 


ve r n me lit 


Dim t f 















he coun 


-■en in the famine year 


nd 1899-1900 


milion tons and 2«2 million tans of 


a rains 


t h e r e 


nau r 


tr-a enumerates various remedial measure 


during tl 


•i of Moheimmed 


fa. India 


East India 


were 


a large number of mild ones 


ntu ry alone 


many as 


and 


y -one 


HISTORICAL PERSPECTIVE 


t h e test o f t i m e . The t e c h n o 1 o i: 


en omen on 


agr i cul tu re 


took little interest in the problem 


•le great Bengal 


sventies of the 19th Century 


(New Delhi 


1. Bansil, P.C., Agricultural Problems of India 













of India 


t h i s 


followed by. 


10 in 8 co.nailions 


t e 


tment in 1891 of an ■ Inspactor-Genaral of A.g r i.cu 1 tiir e with 
ry fiinctioiis. An imperial rny col og i s t and an errlomol og is t, were 
to the Departiiierit ..in 1901-03. ' 


B p o r t 0 f t i"i e Faiti i n e C o mm i s s i o n o f* 1 90 1 i n au g ii r a t e ci t h e n e x t 

leant stags in the growth of agri cul tural tie part rnents . The 
Sion recommended the strengthening of the scientific state of 
Itural devel3:)piTiertt3 and leigislation to sat up mutual societies. 
;.irzon got the ag r i cu 1 tu ral liepsar tments thorouighly reior igani sed and 
was an SKpansion of the scientific staff of the Departments and 
eir activities. Uith the establ i Ishment of Agricultural Research 
. 1 1 e a t P u s a a n d b r i n g t o g e t hi e r with i t t h e s c i e n t i f i c s t a f f a f 
part merit under st single roof, organised aug r x cu 1 tu ral research may 
i to have begun in India. Directors of Agriculture were appointed 
1 the Provinces. Agr i cultural >iivisitjns and circles were marked 
rid duties earmarked for the subordinate staff. Agricultural 
Bs were reorganised ansi research stcitions and sk peri mental farms 
IsQ set up. The Imperial Agricultural Service was constituted in 
This years from 1905 to 1914 were years of steady growth in 
Itural research; e>iucation and other related services. 


Iture became a transferred subject in 1919. Under the? new 
BmentS; the Central Government was to look after the Central 
i?s of cxgri culture and institutions for research, since the 
cial governments could not make much headway sines the resources 
Bir disposal were limited. Some irrigation Mxorks were completed 






Dn Agriculture was appointed 


A Royal Commission on Agriculture was appointed in 1926~ It was 
required to eKarnine and report on the prevailing conditions of 
a, g r i c u 1 1 u. r e a n d t o s u g g s s t m e a s u r e s to p r o m o t e a g r i cult u r e . T h e y w e r e 
also asked to look into the methods by which agricultural operations 
were -Financed -and credit was -flown into agr icultural sector. The idea 
was to make agriculture a. profitable industry rather than a iriode of 
living and bring about al round efficiency in the field of agriculture. 
One of the faaxsic recommendations of the commission was to change the 
outlook of the cultivator himself -so ti'iat he may take an active 
interest in bringing about improveraamts . It suggested that rurail 
problem should be tackled as a whole in its various aspects. 
Simu 1 taineous 1 y it ctssignad and charged the Cjovernment with specific 
responsibility for bringing about an alround improvement in rural life. 


Under -1935 Reforms, the sphere of central government's responsibilities 
wa-s further restricted. It was to look after only those subjects which 
have all"" Indict relevance. Sir Jhon Russel visited India during -1936 to 
review the working of the Imperial Council of Agriculture Research. He 
emphasised the need for further use of eKisting knowledge rather than 
ac curi'iu Ic^t i on of more knowledge. He felt thakl knowledge gained in the 
laboratory should be applied to cultivation in fields. He wanted the 
Council to take up the responsibility of putting the result o-F research 
into pract ice. 


I’n-spite of cons ids rabl e eKpansion in the staff and activitic^s of 
ag r i cu. 1 tu. ral departments till 1937, research and education facilities 
were inadequate. Agricultural education w=is not very affective and 
village community spirit was considerable weakened under British Rule. 
A powerful claim of vested interests in the form of money lenders and 
1 and 1 " :"c.s had ba-a-n created and the farming ccmmu-n t y g-'cansd under the 
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economic system. Agriculture coul- 
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a T: d g r a t: t s a n f i f t y f i f t y b a s i 



























w &’ r 


commend 


dspenden 


me roase 


Procurement 


c o m m i 1 1 s e > k n o w r 


Committee (1950) recommended the continuation cuid sKtension of the 


in the country 


BASIS OF PRICE POLICY 


•iqri culture price 


Ag r i cu 1 tu ral 


in relation to the general 


Level of production of major ag r i cu 1 tu. ral commoditie 


a 1 of m a j o r a g r i c u 1 1 u, r a 1 p r o d u c t s 


0 f p r o d u c t i o n p e r q u i r 


ommod i t i 


ultural 


PARITY PRICE 


alculated by mult 


p>0 r 1 oc 


For example, take the base year is 1981-82. Suppa« 


the average price of wheat was R 3 .I 8 O per qt, in this period and 
index of the price paid by the cultivators was 200. If the price 
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Second 


Despite the impi'sssive growth in food grains production during 
Plarsr the -food, situation in the country began to take rather rapid turn 
for the worse after October ■■|95‘3. Speculative elements took advantage 
of the situation of scarcity of foodg rains. Grappling the situation, 

the Government with the help of the Reserve Etank of India, in faict, 
introduced i'rorfi the middle of 1956 a policy of credit sgueee. s which 
mainly emphasised selective credit controls to control the agr icul tu ral 
prices. Inspite of this credit squeeze, there was no substantial fall 
in the prices of foodgr-ains, specially of rice and. paddy. 

T h e Gi o V e r v \ m e n t i si t r o d u c s d the s y s t e m of 1 i i: e n s i n g p o 1 i c y f or fa r i n g i n g 

under control the Larger gri^in merchants in selected localities and 

establishing fair price shops for the distribution of foodg rains in 

scarcity areas. The Government also appointed the Foodg rains Enquiry 

6 ^ 

Committee in 1957 under the Chairmanship of Eiri Ashok Mehta, to review 
the food situation and to rriaks necessary recommendations. The rep<orl 
provided useful data and probed deep into the factors which have 
contributed to the rise in faodgrains prices since launching of the 
Second Five Year Plan. 

In its report, the Mehta Committee stated that the rise in foodg rains 
prices since the middle of 1955 may be ascribed to a general increase 
in demand rasu. ilting from the increase in investment a;-; pend i tur 8 on 
public aiui private sectors financed by deficit financing and. credit 
eKp.ansiori during the last few yec^rs. These general inflationary forces 
tended to manifest themselves through various factors on the demand 
side of foodgrains. With a steady increase in the purch-asing power of 
the public, there has been change both in the volume and pattern of 
good. consumption of many sections of the people.. Another factor, 
according to the ComiTdttee, which affected the demand side was the 
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AREA-mSE (IRRIGATED AND UNIRRIGATED) BREAK UP OF 
ALL-INDIA PLAN TARGET OF FOODGRAINS PRODUCTION 


Area 

(Million 


Product! 
(Mil 1 i on 
tonnes ) 


OTAI. 


implemen 


level and undertake planning and imp 1 erne n tat ion of 


abl e 


specific prograiTiines . It will consist of several sub projects having 
different' 'needs P'- The emphasis the 
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ANNUAL PLAN < 1 990-9 d REVIEW OF AGRICULTURAL PERFORMANCE s Indian 
aqriculture turned the earner in the fourth year ( iVSB-'-S? ) of the 


, t i r 1 an 


as witnessed by an 1-time record growth of S0«75 per 


■r the year 1987-SS. The agriculture sector recorded 


3.13 per cent during the Eleventh Plan as compared to c\ long 
T,h rate of 2,63 per cent during 1949-50 1988-89 and a recent 


growth rate of 3»8Q“i per annum during the Eighties, The food 


• r oau c i, 3 . on 


1 ong 


irowth rat 


during the Seventh Plan grew by 3.23 per cent ais compared 


growth rate of 2»6S during 1967--68 •“ 19SS"~S9 and 


r e c e n I 


prod! 


1 1 Q n o t 


,55 percent recorded in the Eighties. The average 
a 1 1 t h e c r o p s e k c e p t i n g c o a r s e c s r e a 1 s i n t h e Ei e v e n t h 


Plan showed a. substantial increase over the level of the; £5iKth P I an. Of- 
these? rice and, wheat recorded an incre-ase of 14,96 per cent and ■18,66: 
per cent respectively. 
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TARGETS AND ACHIEVEMENTS OF MAJOR FOOD CROPS DURING JHg \||| 
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DUCTION TARC3ET OF FOQDGRAIIMS FOR 1990-91 s All Ind 


pact of foodgrains crop 


for 1990-91 has been worked out on the 


of production potential and variou 


assumptions and are presented 


Table 


TARGETS OF FOODGRAINS CROP PRODUCTION FOR 1990--91 
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Million Tonne 


oars e 


Million Tonnes 
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introducsd during the fourth year of the Seventh Plan (1988-S9) in 7 


district 


ven States. The prog rarnme was extended during 


spread over 


19S9-90 


Implementation of the programme successfully resulted in 


increased wheat production from 44.07 million tonne 


in 1984-85 to 


53 . 99 m i 1 1 i on t onn e s 


198S--89. It 


million 


tonnes during 1989-90. In order to maintain the tempo of higher 


production and productivity of wheat built up in the previou 


year s , 


SFPP-Wheat i 


being continued during the fir 


year 


Year Plan and will be implemented 


even Estates of 


Haryana 


Madhya 


Punjab 


The Slate Governments change the districts 


selected for the implementation of the programme with prior approval of 


the Government of India. But the total number of districts selected for 


the State would remain the same 


n dryland/ rainfed 


COARSE GRAINS 


Coarse grains are mostly grown 


mall and marginal farmers. Of the total foodgrains 


roduction of 170.25 million tonne 


in 1988-89, the 


coarse 


million tonnes (19%). The Special Foodgrains 


1988-89 in 20 


launched ir 


Programme 


targeted production of 


8 Seven 


:jhth Plan (1990-91), the SFPP-Maize will al 


0 be extended 


er Jowar, Baj ra and Rabi in 114 identified districts in the 13 


of Andhra Pradesh, Bihar, Gujarat, Haryana 


al Pradesh 


Karnataka, Madhya Pradesh 


Rajasthan, Tamil Nadu and Uttar Pradesh. For increasing the production 


and productivity of maize and millets, the thrust will be on 


pest resistant high yielding 


specific 


area under location 


varieties/hybrids, popularisation / adoption of improved rainfed 
production technology, effective plant protection measures t’lrough 
integrated pest management and organisation of dsmonst rat i on . 
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NATIONAL PULSES DEVELOPMENT PROGRAMME 


n source 


nd form a vital part of the diet of the mc^jor 


■ie Produuction of 


own a 


ower 


hat of foodgrains, registering an annual 


19SS“89 a 


ame fu'fiod. Pulses productior 


the range of 11,0 to 13.0 million tonnes over the 


cherne of National Pulses Development Programme (NFDP) was 


aun chfi 


seventh 


with the main objective of increasing the pulses production 


a n d p r o d u c t i v i t y . T h e 


the Seventh Plan 


exhibited an erratic trend. During 1989-90, the production i 


expe cted 


to be 12.61 million tonne 


Keeping in view the need for max Imi 


pulses productior 


the NPDP will be continued durinc 


roam 


thrust under the NPDP will be focused on 


at ion of frontline 


mg c ropping 


iemonst rat i on general demonstration 


seed 


village? programn'ie ; and (4) Distribution of seed min i ki ts/d i st r i bu t i on 


eeds/P.P cheiTticals and equ i pment/agri cu 1 tu f 


implement 


FARMER’S DEVELOPMENT 




Ill ©o'lphasis futurcr deve 


be towards rainfed area 


which comprise around 70 


area and account for bui i-: 


3 own 


impo rtant 


j owar 


needs 


cotton and jute 


greater attention to rainfed agriculture i 


on ground 


of equity. The technique of development 


wate rshed 


pifovides a viable scientific ap^proach to deve 1 apment 


rainfed agriculture, e 


peciaiilly low to medium rainfeill areas 


A Centrally sponsored National Watersheds Development F’rog rarrime for 
Rainfed Agriculture was launched during the Seventh Pl^an in 1986-87. 


programme was implemented in 16 


With a 


total apifiroved outlay Rs, £39 crores over the p>lan pteriod of which Rs 


Central share, the programme wet 


etted to 


annually. However 


ng to the organisation and pr o j e ct i sat i on of 


the State 


and 


three year 


tion of the programme, aggregate physical coverage was 


During 1989-90 the programme was targetted to 


ged annual physical coverage of £.32 lakh 


envi 


5 crore as the Central 
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monsoon Wcis fairly satisfactory in 1990-91 


Weather 


harif 1990 were conducive. Over 81% of the districts 


condition 


rainfall. Rainfall during winter sea 


received normal to 


also favourable. The storage position in the ma, 


reservoi rs was 


ions, the level of 


very sat 


70 



effective implementation of 


c a n « 


and the concerted efforts of State Government 


srograrnme 


g o V e r n rn e ri t and f a r rn e r 


the p^roduction of foodgrain 


exf..<e5-ted to cross the p'revious record of 170.63 iriillion tonne 


'ichievec 


timated at 176 to 176.5 million 


Kien 


TABLE - 3.5 


PHYSICAL TARGETS & ACHIEVEHENTS OF 
MAJOR FQODGRAINS DURING 1990-91. 


Anti ci pated 
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Whea 


OF PRINCIPAL CROPS FOR 1991-92 


nujjuu I iuiM 


All India 


Statewi se 


commer 


have been worked out in consultation with the 


jriculture S Cooperation taking into account production potentia 


:.*road techno 


onomic parameters aind as 


umpt i on 
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Nadu (9), Tripura (3) 


funding pattern to be shared between go ved rntrient of Indi 


Government of 


provided for the programme during 1990~"91. The main 


objective of the implementation of IPRD is to increase 


through propagation of improved rice production 


B e s i d e 


of ba smati 


increasing 


rice in potential districts in Punjab, Haryana and U.F 


production of rice i 


likely to reach an all 


pu r poses 


t i me h i g h o f a b ou t 


5 million tonnes comfortably passing the target of 


The IPF^D programmes will be continued in 239 


during 199 


92. Arunachal Pradesh 


Sian i pu r 


Nagaland and Mizoram have also been covered under the 


target of rice production of 76 


million tonne 


been 


prog ramme 


he main component 


o be implemented under IPRD during 1991--92 include 


on of inputs such as certified seed of paddy 


nd agricultural implements 


poor 


and farm labourer 


prog ramme 


women 


organisation of field demonstration on herbicide use 


low cost rice production technology and Beksmati 


with improved 


on t line dsrrs 


system and ( v ) d i 


chnology f 


and marginal farmer 


tillers tc a group of 


c e n t r s s av: d G r o u p Fei r m 


1G,0GG/- per tiller. 



WHEAT 


In order to boost wheat production in the count ry ,SFPP-~Wheat 


introduced in 1988-89 in 


over 


p r o g r a rn m e c o rn pone n t 


seed distribution 


were 


seeds, termite control, use of soil ameliorant 


extended during 1989-90 with some modifications 


implementation of the pr 


DiTiponen 


wheat production from a level of 4 


l-.H million tonnes in 1988-89. De 


cond i t ions 


of the States at the sowing time of the crap in 


1989-90 


about 


sroduced. Based on the 


tonnes 


mpl ementat ion of thi 


programme in the two terminal 


of the 7th F^lan, the SFPP-Wheat was extended 


1990-91 and 


implemented in 101 districts of 7 St 


Bihar (16) 


Gujarat (7), Haryana (7), Madhya Pradesh (21), Punjab ( 8 ) 


Rajasthan 


BS). The wheat production i 


and 


4 . 50 mi 1 1 i on tonne 


during 1990-9 


st will be impleinented during 1991 - 9 ; 


es with main emphasis on distribution af certified 


and field demonstration son 


ndividual farmers 


3 f farmer 


■lolding/on holdings of group 


■ie r b‘i. c Ides use 


on of H.Y.V. of dureum wheat 


e year 


;j d u c 1 1 0 n h ca s b e e n 


Pulses are the main source of protein aru: 


part of the diet of the majority of the people in the count 


Pu Ises 


n stagnating in the range of 11 to 14 million tonnes 


improvement 


? 3 r c a p i t a I a v a i I a fa 1 1 i t y of pulse 
1961 t o , 40 . 4 ’ gm^ j t pe r da j) . iri ; 1969 


to thrust prog rammss 


i i 1 1 a 0 







National Pul 


Development Programme (NPDP) and 


Foodg rains 


Production Programme (SFPP) Pulses were introduced dar 


i ve 


upplement the effort 


of the State Governments for 


achieving higher production and productivity of pulses/ The National 
Pulses FJeve 1 opment Programme is in operation from •1986--S7 in E4 States 


namely Delhi and Andaman & Nicobar Islands 


es production, NPDP will b 


continued 


unde r 


•le progrcwime wi 


f ocuss 


adoption 


ocat i on 


and improved production 


t e c h n Q 1 Q g 


the main components of the programme 


production arid distribution of 


distribution of plant protection equipments and agricultural implements 


and organisation of training. The SFPP-Pulse 


cove f 


introduced during the last two years of the 7th 


was 


during 1990--91 and will be continued during ■1991-92. During 


under the programme will be focu 


ma 1 n 


summe r 


between demand amd 


■juntry, these two programmes NPDP and SFPP'-Pu 1 se 


hnology aupproach under the umbrellas of TMO. The paittern of 


istance under NPDP will continue to be 71: 


hared between 


Govt. of India and the State Govt, while central a 


100% under S.F.P.P. TMO will exclusively look after thf 


programmes of pulses. Production target of pulses fixed for 199 


15.50 million tonnei; 


experience wide fluctua 


COARSE CEREALS 


production and have very low productivity. The main constraints in 


ing the coarse grains production are low coverage of area unc 


high yielding var i et i es/hybr ids , reluctance of the farmers to invest 
inputs due to the sensitivity of these crops to 'ci:i.matic cand :it irrns 
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eniarging the incomes of farmers, and realising the country's potential 
by stepping up agricultural exports. While the production of severail 
commodities has shown significant increases, a cause for major 
continuing concern is that the growth rates in agricultural production 
is highly skewed in terms of geographic areas as amongst crops. Rapid 
im pif 0 vement in piroductivity and p>roduction of a few of the agricultural 
crop>3, since the introduction of high yielding varieties technology 
from the mid-sixties, has been conspicuous only in small pockets of 
well endowed irrigated areas. Eastern India in the heavy rainfall zone 
th£^ vast rainfed traxcts in the country and the hill regions have not 
been able to adopt the technologies for achieving high growth rates. It 
will be of crucial s ignif i cance, not only on account of the need to 
reduce regional disparities but also essentially to raise production 
levels, that far greaxter attention is devoted to bring about an 
accelerated growth in areas which have relatively lower growth. Efforts 
to concentrate on productivity of principal crops in these regions 
through pr og rammes initiated in the Sixth and the Seventh Plans will 
have to be further intensified. Appropriaxte technologies designed to 
meet the specific location problems, need to be generated- 

In the raiinfed areas, fartning system approach should be the basis for 
enaibling farmers to make scientific and optimum use of their land and 
Welter resources to increase their incomes. Diversif i cation of the 
ag r i cu 1 tu rail production systems may be called for, together with 
scientific manaigement of land, to prevent soil erosion and achieve 
better in situ moisture conservation. A holistic approaach towards the 
development of rainfed areas, which forms the raison d'etre for the 
restructured National Watershed Development Programme for the Rainfed 
Areas, cannot be over emphasised. This programrrte will be adequately 
funded implemented vigorously. 
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The procurement and support prices for important agricultural crops 
will be fixed by taking into consideration factors like cost of 
produ ct i on j, change in market prices, in put “Out put parity, inter-crop 
price parity, effects on industrial cost structure, etc. A suitable 
price policy could play a vital role in giving appropriate signals to 
farmers and also help in providing incentives for steppping up 
ag r i cu. 1 tural investments. A major aspect of this policy will be to 
ensure adequate return on investment made by the farmer. In this, the 
recommendations of various expert committees will be considered by 
government and necessary modifications effected. The price policy will 
be reviewed keeping in view the major objectives of moving towards 
comme r c ial i sat i on of agriculture, achievement of food security and 
generation of adequate surplus for export. 

CROP PRODUCTION ORIENTED PROGRAMMES 5 Many of the important programmes 
to maximise production of several crops will be continued during the 
Eighth Plan. Those includes the Speciaxl FQodgrcu’.n5 Production Programme 
in respect of rice, wheat, coarse cereals, as well as programme like 
the oilseeds, pulses, cotton development, etc. The focus of these 
programmes is to extend improved technologies amongst the farmers. 
Demonstrations of the latest technologies consititute a critical 
element of these programmes. These will have to be stream lined, 
systematised and closely monitored to get the optimum results. The 
farmers’ acceptance of the technologies will be facilitated through 
successful demonstrations . A far greater planning in the organisation 
of demonstrations will be sought to be achieved. Special efforts will 
be made to reorient the programmes to address themselves to the basic 
constraints faced by the farmers in the States/Areas where the current 
yield levels are low, as in the case of rice in Eastern India, wheat in 
Bihar, Madhya Pradesh and Eastern UP and coarse cereals in the Central 
and kiestern paLrt cf India. A further intens i f i cat on of measures to 
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production as well as likely area of the principal crop or groups of 


of major c\gri cultural cropis 
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jg r i cu 1 tu ral 


into £^c count factor 


uch as gross 


rainfall index and outputs in a regression frame work the 


fabove would call for much 
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iRTS OF THE COMMISSION FOR AGRICULTURAL COSTS AND PRICES ON PRICE 


CY FOR IN 1994-95 SEASON 


PRICE POLICY. PROCUREMENT AND MARKET PRICES 


ubmitted by the 


beason was 


1993. The Government announced the price policy 


for foodgrain 


(MSP) fiKed for common variety a 


mm imam 


the same as recommended b 


the Commi 


var ietie 


350 per quintal respectively were R 


than that recommended by the Commission. Thus the differential! between 


the M£3P of common and fine varieties as also that between the fine and 


superfine varieties of paddy were raised from Rs. 10 to Rs. 20 per 


quintal. In the case of coarse grains, pulses and soyabean, the 
fixed -were the same as recommended fay the Commission. The MSP was 




were 


per quintal against the recommended pri 


830 per quintal respiecti vely 


ed Wc\s higher than that recommended bv the Commissic 


Commi 
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1000 


Gove rnment 
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we r 6 


same 


recommended by the Commission 


PRQCUREMENT/SUPPQRT PURCHASES 


The procurement of rice 


gg regating to 


the current 


cent 


ing period of the preceding year. Thi 


levy from rice mill 


remaxru. ng 


purchased under price suppor 


4 million tonnes in Punjab 


•laryana and 


tonn 


cheme prevailing in the Cauvsr 


1993, 0.5 million tonne 


million tonnes during the corre 


some quart t i t y of p 
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the CO r res pond ing period of the preceding season. In addition^ 0.7 lakh 
tonnes of black and discoloured jowar was purchased in Mahsirashtra at 
an adjusted price with a view to providing price support to the 
growers. It may be mentioned that during the preceding year also four 
lakh tonnes of such inferior quality jowar was purchased. 


C2*Tf*lf^ i/ 'O * 


The stocks of foodgrains with the public agencies had 


remained below the minimum stipulated levels at the beginning of each 
quarter from July, ■1991 to January, 1993. However, the stocks as on 
April 1, 1993 at 14.7 milion tonnes were O.H million tonnes higher than 
the stipulated minimum stocks for that date. Subsequently, the excess 
of the actual stocks over the stipulated minimum increased 
considerably. As on July 1, 1993, the stocks at 26.4 million tonnes 
were higher by 4.1 million tonnes over the minimum stocks stipulated 
for that date. The stocks as on October, 1, 1993 were higher by six 
million tonnes and as on January 1, 1994, these were higher by 8.1 
milion tonnes than the minimum stipulated levels for these dates. The 
stocks of foodgrains continued to increase further and as on Fbeuary 1, 
1994 were 23.5 million tonnes consisting of 13.3 million tonnes of 
rice, 9.8 million tonnes of wheat and 0.4 million tonnes of coarse 
grains. 

PUBLIC DISTRIBUTION s The offtake of foodgrains from the central pool 
for public distribution during 1993 was 14.9 million tonnes, consisting 
of 5.8 million tonnes of wheat and 9.1 million tonnes of rice. At this 
level, the offtake was 3.3 million tonnes lower than the average 
offtake during the preceding two years. The average offtake of wheat 
and rice during the preceding two years was 8.6 million tonnes and 9.6 
million tonnes respectively. The offtake of wheat during 1993 was 
cons ids raoly low due to coa’if or table availability o-f coarse caraal-s a.Tui 
tha narrowing down of the differential bet-wssn the opan market prices 
central 'issue prices for the PDS. 


and the 


ililiiifc , fifeoiiXidiJMjl iiommI./R ICE « The avarage of wholesale price indices 

•for rice -for the peak marketing period (C3c:tober to January) o-F the 
current se^ison at 273„& wes 9.8 per cent higher than the average for 
the cor respond ing period of the preceding season. The increase was 9.2 
per cent during the corresponding period of 199E--93 season. On a point 
to point basis, in January, 1994 as also in January, 1993 the annual 
increa-se in the price of rice was lower than that in the general price 
level. While the annual increase in WPI for rice was 3.3 pier cent in 
January, 1993 and 7.3 per cent in January, 1994, that for 'all 
coriimod i t i es ” was 7.5 and 8.2 pier cent respectively. 





For the second year in succession, the prices of peiddy during the peak 
marketing period of 1993--94 were reported below the minimum support 
level in some selected centres of the important producing states. The 
month-end wholesale prices of paddy were reported below the minimum 
support price at several centres in Uttar Pradesh. The month-end 
wholesale prices during the period October, 1993 to January, 1994 were 
quoted in the range of F?s. E65--295 per quintal at Mainpuri, during the 


period November--December , 1993 in the range of Rs. 2aO--E95 at Bahraich 

and Rs, 225 295 per quintal at Kanpur. In Thanjavur (Tamil Nadu), the 

month-end wholesale prices were quoted in the range of Rs. 288-305 per 
quintcil for October and November, 1993. In Chandbali (Orissa), the 
prices were reported below the minimum support level by Rs. 50 to Rs. 
60 per quintal between November, 1993 and January, 1994. Even in 
Haryana the month-end wholesale prices of paddy at Karnal were quoted 
at Rs. 300 per quintal for October, 1993. 


The prices of rice also were quoted below the levy derived from the liSP 
of paddy at several centres. In Madhya Pradesh, the month end wholesale 


prices of rice of common variety at Raipur and Durg were quoted bst-ween 
Rs. 490 and Rs= 495- per quintal for the period October, 1993, i 




quintal 


the 


In Orissa, as against the derived levy price of 


State „ 

Hs. 52S«S0 per quintal for common rice, the month-end wholesale psrices 
was quoted at Rs . 500 per quintal at Jeypore for the Perioii October, 

1993 to January, 1994 and at Rs. 5S0 per quintal at Cuttack for 
January, 1994 despite 2.9 lakh tonnes of rice being purchased by the 
public agencies in the Staxte. In Uttar Pradesh also, the month end 
whoiesixle prices of rice at Varcxnasi for December, 1993 ware quoted 
below the derived levy price of Rs. 501.45 per quintal. 

COARSE CEREALS » The WPI for jowar, after touching a peak of 293.6 
for July, 1992, declined almost steadily to 176.7 for October, 1993. 
The avsTcige of wholesale price indices for October, 1993 to January, 

1994 at 186.2 was 21.3 per cent lower than the average for the 
corresponding period of the preceding season. Not only that the pirices 
during the current season were lower than those during the preceding 
season, these also ruled below the minimum support level in several 
mi3.rkets of important producing states. 


In Karnataka, the rnonth-end wholesale prices of jowar for October, 1993 
to January, 1994 were quoted in the range of Rs. 150-240 per quintal at 
Haveri and in the r^xnge of Rs. 170-200 per quintal at Savanur as 
against the MSP of Rs. 260 per quintal. In Uttar Pradesh, the month-end 
wholesale prices were quoted in the range of Rs. 185-245 per quintal 
between October, 1993, and January, 1994 at Bahraich and in the range 
of Rs. 225-230 per quintal between October and November 1993 at Kanpur. 
In Maxharasht ra also, these were quoted in the range of Rs. E11--E57 at 
Nagpur and in range of Rs. 185>-220 per quintal at Amravati during the 
peak marketing period of October , 1993 to January, 1994. 


In some of the important markets of Maharashtra, the price support for 
jowar not conforming to Fair Average Quality (FAQ) spec if i cat i on is 
reported to Ixave been provided at a lower price of Rs.190 per quintal. 
In this context, it j may'' be;..:,:;,:#en,,tiQ,ned .that during the precediag 


ma r k e T, i n g 


season also, over four lakh tonnes of grains not conforming 
to FAQ specifications were fiurchased fay the staite agencies at a lowar 
support prics..As these grains could not be disposed off at the economic 
CDstj the designated agency is reported to have suffered severe 
financial losses. Unless such losses incurred by the public agencies 
are reimbursed in full, the public agencies will find it difficult to 
provide effective price support for coarse cereals. It is pertir 5 ent to 
rscaJ. J. here that the Commission in its report on F^rice F'olicy for 
Khar if Crops of ■1993-94 season had observed that non-Te imbursement of 
such losses incurred by the state agencies has been a major constraint 
in providing effective price support to coarse cereals. The 
Commission, therefore, reiterates its eatrlier recommiendation that the 
price support for coarse cereals be made effective and losses incurred 
on this account by the support agencies be reimbursed in full. 

The average of wholesale price indices for faaj ra for the peak marketing 
period (October to Jauiuary) was higher by 14.1 per cent during 1993--94 
than the average for the corresponding period of 199S-93. However, in a 
number of markets, the prices of baj ra were reported below the minimum 
support level during the peak marketing period of the current season. 
1 iu' month-end wholesale prices were quoted in the range of Rs. S40-ES0 
per quintal at IMsllore (Andhra F’radash) and Rs. 1S5-240 at Kanpur for 
October and November, 1993. These were quoted in the range of Rs. 2E1~ 
239 per quintal at Pathardi, Pachora etnd Aurangabad markets of 
Maharashtra for October, 1993. At Morena (Madhyua Preidesh) , the month- 
end wholesale prices were quoted at Rs. 200 per quintal both for 
October and November, 1993. 


The average of the wholesale price indices for maise for the peak 
marketing period (October-Januaryl of 1993-94 was higher fay 6.6 par 
cevit than the average for the cor respond ing period of 1992-93. iv; the 
case of maisa being quoted below the support level cio-ring the current 





marketing season. In Madhya Pradesh, the month-end whol 


ndware were quoted in the range of R 
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India 


eigen c i e 


lased about 18 
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but the scale of operation was not enough to prevent the prices from 
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over 
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between Rs 
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1994 


the minimum 
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for the period October 
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than the 


moved up steadily from 256.4 for April 


to 350. S for January 


happened 


October 


1993 


rna i n 1 y due to the 


increase in 


gram 


The wholesale prices of tur during the period October-January which 


declined by 9.9 per cent during 1992-93 over thait during the 
cor res poncing period of the preceding season were higiier by 17.5 per- 
cent during 1993-94; in iomparijSbh tp: that during 1992-93. The month end 

f'^'^huary , 






were quoted irs the range of R 


950“1065 at Aurangabad < Maharashtra ) 
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cent 
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current marketing season, there were report 


having ruled 


up port level from 


nun imum 


ome 


at Vijayawada, the month end wholesale prices were quoted in 


the range of Rs» 640-650 per quintal for October-November 


1993. The 


National Agricultural Cooperative Marketing Federation CNAFEiD) which 


to the farmers is 


chased c^bout 12,350 tonnes of urad from Maharashtra and 1120 


tonnes from Karnataka under price isupport operations during the kharif 


Despite this, the situation of price 


continuing to 


season 


upport level could not be prevented 


iTun imum 


BEHAVIOUR OF INPUT PRICE, TERMS OF TRADE AND COST OF PRODUCTION £ INPUT 


ubmission of the Commission's last report on price 


Since 


policy for Kharif crops in March, 1993, the prices/rates of some of the 


purchased inputs have gone up. There has been a marked increase in the 


tariff /rates f or irriigAt ion. In Bihar, with effect 
3 the flat rata per month for private tubewalls has 


e 1 e c t r i c 
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COST OF CULTIVATIOIM/PRODUCTION OF PADDY 
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PRICE POLICY FOR THE 1994-95 SEASON 
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c H A P I E R r ly 

AG RICULTURAL PR I CE POLICY r VIEWS AND REVIE WS 

THE AGRICULTURAL PRICES COMMISS I ON <APC) s Both before and after 

Independence the Cjovernment of India had been constituting 'committees’ 

and ’commissions' with fair regularity to investigate the 'food 

problein’ and to suggest ways to solve it. But all these bodies were 

formed adhoc in response to periodic scarcity. The work and 

recommendations of these various bodies probably had no lasting impact 

1 

on the agrarian economy of the country. 

It was only in 196S that the permanent body, namely, the Ar igcultural 

F-*rices Commission (APG) was set up, presumably, with longrun goals in 

view. The APC , like the Planning Commission <ei national body concerned 

with growth and development in general), is only an advisory body, with 

all the decision-making power resting unquestionably with the 

government. The APC was charged with the responsibility of evolving a 

jsalanced and integrated price structure " in the perspective of the 

overall needs of the economy and with due regard to the interests of 

the producer and the consumer". The terms of reference of the 

Commission refer not only to the need for providing price incentives 

for promoting agricultural growth but also to the need to " ensure 

rational utilisation of land and other production resources." and to 

the " likely effect of the price policy on the rest of the economy, 

particularly on the cost of living, level of wages, industrial cost 

2 

structure, etc." 


Wide-ranging as these terms of reference were, they were modified and j 

" ' ' 

eKpanded in 1980 in response to the changes in the agrarian economy, j 

that had taken place during the late sixties and the seventies. An 
imprtant addition is the directive that price fixation should "take J 

into account the changes in the terms of trade between agricultural and i 

non-agricultural sectors." The original terms of reference did not ? 

cover any principle of pricing in relation to costs or parity between 


. . -lO-l . . 

sectorSy barring a reference to marketing costs and margins. We shall 

discuss the specific political context of this directive later but note 

here that the underlying concern with agricultural input costs in 

relation to output prices, and, more generally with parities of 

different kinds, have been given further and explicit recognition in 

1985 with the Commission being renamed as the Commission for 

3 

Agricultural Costs and Prices (CACP). 

The composition of the Commission has undergone some change in 

character over the years. It was headed successively by several 

distinguished economists and originally composed of economists and 

civil servants with experience in matters relating to the working of 

the food economy in the country. However, in 1974 a member meant to 

protect the interests of the farmers was inducted to the Commission, 

4 

with obvious implications for the evolution of policy. 

O B JECTIVES 5 The objectives as laid down in the terms of reference of 
the APC cire to some extent conflicting, and difficult to realise for 
other reasons as well. One may thus say that the APC was given an 
impossible task. Let us elaborate. 


C1) If the sole objective is to promote agricultural growth whether or 
not broad-base with respect to crops and regions through subsidies and 
price incentives, there is a clear possibility that the implied policy 
would hurt the interests of the buyers of food and agricultural raw 
materials. A resolution of the conflict of interests between producers 
and consumers, or between net sellers and net buyers, and between 
'surplus* and 'deficit’ areas, as some have described it in the case of 
foodgrains, thus becomes a necessary element of overall policy-making. 
It is a recognition of this necessity that is reflected in the 
expressed concern about the impact of policy on cost of living, etc., 
and has lead to the conversion of price policy into an approach which 


seeks to integrate, in some measure, production objectives with those 


oi’ u j. i t 5 but ion . In the case of foodgrains this meant that price p»olicy 
had to be combined with the operations of a public distribution system 
<F’DS) to ensure supply of foodgrains at subsidized prices to at least 
some of the poorer sections of the population. However, to the eKtent 
that subsidizing both the producer and consumer is severely limited by 
financial constraints, the policy cannot be sustained on either short- 
term or long-term basis without being supplemented by compensating 
measures of taxation. All this inakes the design of price p>olicy 
difficult, especially by body with no decision-making powers; more 
importantly, the difficulty can lead to politically 85<pedient mieasures 
with exacerbate rather than resolve conflicts. 

(S) The difficulty is compounded by two other obvious factors. Firstly, 
if relative prices are to play an efficient allocative role and not 
lead to undesirable cropping pattern shifts, policies must be designed 
to cover all the major crops on the country-wide basis, which is an 
impossible task to accomplish. Secondly, since p>ublic distribution of 
subsidized foodgrains cannot meet the entire market demand (of both the 
rural and urban consutrie rs ) , the impact of policies on iTsarket pirices 
assumes importance . Thus, with the government handling only a fraction 
of the marketed surplus, the pricing objectives rrtay ultimately be 
defeated by market forces. Therefore, the design of price polices with 
only a limited control over the market, which involves an appropriate 
combination of procurement, stock accumulation and depletion policies 
must necessarily be based on a sound knowledge of the implied working 
of dual markets. The biggest hindrance in this respect is not lack of 
knowledge about production trends and demand elasticities but our 
virtual ignorance of the operations of private traders at different 
tiers of the grain markets and their impact on prices. 


C3) riUcUlyy it must be noted the obectives aire not only conflicting^ 

they a^re also incomplete and imprecise in some respects (the fact that 
there is no indication in policy formulation whether it is only in the 
short run but also in the long run these confilicts could be left 
unresolved is also important). For examples income and price 
stabi 1 ization are common objectives of price policy? maintenance of 
some form of parity between the agricultural and industrial sectors and 
prevention of the erosion of purchasing power of agricultural income is 
a related concern, and all these are adequately discussed in the 
literature. Indeed they can be stated with some precision, unlike the 
vague ’protection' of the producers and the consumer 'interests'. 

INSTR U MENTS s Given the all-embracing but vaguely set-out nature of the 
objectives of price policy, the AFC had to recommend not one but 
several sets of prices? its recommendations had also to cover issues 
relating to the procurement and distribution of foodgrains by 
govermental agencies. It had to develop notions about 'support' prices 
to prevent distress, 'incentive' prices to promote investment and 
growth in agriculture, ' procurement ' prices (posibly involving an 
element of tax) at which foodgrains could be procured by the governemnt 
under varying degress of compulsion (or none) and 'issue* for ices 
(involving an element of subsidy) at which foodgrains could be 
distributed under the public distribution system whatever be its 
cove rage . 

The follwing discussion attempts to cover the different instruments of 
the poliy adopted by APC, more factually by the government, their 
rationale, and the manner in which they have worked in terms of the 
stated objectives. 

SUPPORT AND INCENTIVE PRICES s Given large outputs fluctuations arising 
out of the vagaries of the monsoon (see section 4 below) and given the 
low price elasticity of dejMD^ fo*" Toodgrains in the country, prices 
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tend to fluctuate a lot from year to year 5 chanqes in the supply 

7 

induce d is propo rt ionatsl y large changes in the market prices. 

A notion of support price can be seen to acquire meaning in this 

8 

contesit. Such a price may be regarded as an offer price at which the 
government is willing to buy any amount of foodgrains from the farmers 
in years of good harvest when, in the absence of the support operation, 
the market price may falls below the cost of production? it has, 
therefore, to be above that hypothetical market price, and, for that 
reason, has a built-in element of subsidy to the producer. Some 
economists have argued, however, that support prices conceptual! zed in 
this manner need bear no relation to costs at least in the short runt 
as long as it is above the low market price that will be realized in 
the absence of intervention, there is an element of subsidy, and the 
government absorbs a part of the loss and neutralizes in some measure 
the effects of output fluctuations. 

A logical corollary to the concept of the 'minimum’ support price is 

that of a maKimum or ceiling price the rationale for which lies in two 
9 

factors. Firstly, protecting farm incomes in years of abundance throuigh 
purchases by the government at minimum prices implies building up of 
stocks? and for viability (at least over the long run) such a policy 
reguires stock depletion as well. Secondly (this is a related factor), 
a maKimum price would imply protection of consumer interests in years 
of crop failure? in years of normal crop, a support programme 
unilaterally favours the farmer and is clearly undesirable because the 
effects of agricultural output fluctuations in India are not restricted 
to the farm sector alone but are guickly transmitted to the other 
sector of the economy, especially in periods of scarcity, through high 
food prices. In a sense the food price acts as a base price in the 
determination of both agricultural and industrial costs. 
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We thus see that the two notions, one of price stabilization, or 
rather, price control within a certain range, and the other of support 
of farm incomes along with some degree of protection of non-farm 
interests are interrelated. This, however, still leaves some asymmetry, 
for the question remains whether in years of poor crop, corresponding 
to a disproportionate price rise, farmers and traders should be left 
free to sell all the surplus in the market to earn supernormal profits. 
Of course, the policy of stock depletion by the government tends to 
depress the market prices to some extent and holds these profits in 
check but it can be obviously more efficacious in combination with a 
policy of compulsory procurement at lower-than-market prices in lean 
years. 

Thus the logic of a support price leads to the notion of a price range, 
especially in relation to the objective of dampening price and income 
fluctuations arising out of unpredictable monsoons. Supporting 
agriculture in this context is clearly different in nature in India 
from that, for example, in U.S.A., where it has more to do with the 
preservation of the purchasing power of farmers in relation to 
manufactured goods under conditions of abundant and growing farm 
supplies than with weather-induced fluctuations, in farm outp>ut. U.S.A. 
has been able to pursue successfully this policy because of her 
dominance in the international grain markets. 

Irs contrast to the support price, it is not easy to settle what 
constitues an incentive price. The rational of a price incentive lies 
in the promotion of growth. In the case of a single crop such as wheat 
hindsight enables us to cite this as an example a support price 
covering costs and some profit during a period of rapid growth in 
production is in effect an inventive price, with the governemnt 
standing by the lift surpluses and ensure profit margins irrespective 


of output growth. Clearly such a policy cannot be adopted without 
undesirable consequences, including political tensions bound to arise 
because of the regional concentration of surpluses, except in the short 
run? on the other hand, a price incentive policy is not viable if the 
objectives is to promote a balanced growth with respect to all regions 
and crops because there are obvious limits to the provision of 
incentives. 

It must also be noted that incentives need not cover output prices 

alone but may be extended to include subsidies in the supply of inputs 

and credit. It is possible to analyse the growth and welfare effects of 

the different underlying choices, but it is generally agreed that input 

price subsidization may be cheaper only in the very short run~an 

immediate increases in food and raw material prices being avoided; in 

the long run, with price adjustments taking place across the board, the 

•10 

effects may be similar to those of producer price subsidies. More 

importantly, as it has been repeatedly stressed in the literature, th 

promotion of technological improvement through, for example, thi 

development of irrigation, may at all times be a better alternativ 

than the provision of price incentives to secure agricultural devei 

opment. This belief is firmly grounded in the empirical finding Ih 

generally the elasticities of supply (in terms of output) with respec 

to such technological change variables as the irrigation ratio, excee 

price elasticities! .greater gains can be secured through upward shift 

in the production function than from movements along the supply curve 

In other words, if price policy is to be the only ins'trument fo 

agricultural development, the low-supply response would require 

tilting of the terms of trade in favour of agriculture to a degree th 

1 1 

economy cannot bear except over a very short period. Finally, given th 
uneven spatial distribution of irrigation and other resources, th 
SCOD8 for achieving desired levels of overall growth through eve 
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marginal increases in per-hectare yields in the unirrigated tracts of 
the country (covering about two thirds of cultivated area\) must indeed 
be enormous? the means for such a raising of the yields are without 
doubt technological in nature. 

P ROC U REMENT PRICES. COSTS OF PR ODUCTIO N AND PARITY : Given the 
structure of the Indian economy and the decisive role of drought- 
induced agricultural output fluctuations within it, the operation of a 
support programme is inext r i cabl y linked with that of a public 
distribution system for the supply of foodgrains at subsidized prices. 
It is clear that a systme of subsidies at both ends (production and 
consumption) can be financially viable only if there are compensatory 
measures of taxatian within the agricultural sector itself or elsewhere 
! subsidies beyond a certain quantum wihtout taxes will cripp>le the 
economy in the long run. 

This leads to the concept of procurement as a tax on surplus producers 

especially in years of poor harvest when market prices and hence p>rofit 

12 

margins tend to be very high. It is obvious that a degree of compulsion 
is inevitable if producers are to be made to surrender a part of the 
surplus at prices lower than those prevailing in the market. While both 
the support and procurement operations involve the government in the 
acquisition of stocks, they can thus be seen to be anal yt i cal 1 y quite 
distinct in character, one a mode of subsidiztion and the other a form 
of taxation. 


This important analytical distinction was, however, lost sight of in 

the academic debates as well as policy implementation, aftr some 

13 

initial consideration. The reasons are many. Soon after the procurement 
and distribution programmes began to gather momentum by the late 
sixties, the procurement price emerged as a guarantee price, announced 
well ahead of harvest time, at which the government was committed to 


. . 108 .. 


make purchase. More decisive, of course, was the concern of the 
oo ve niment to promote growth in the production of wheat through the new 
technology. AH in all, the price guarantee scheme was a hasty response 
to a combination of several factors t the need to recover from an 
ii, environment of shortages resulting from two consecutive years of severe 

drought C19&5--67), the possiblity of such a recovery at a rapid rate 
through the cultivation of the newly emerginig high yielding varieties 
and finally the p»urely localised and limited nature of the support 
operation, which made it eminently feasible. However, neither the 
subsequent emergence of surplus on a wider scale, nor the greater 
involvement of the government in the markets which it entailed, lead to 
any basic revision of the policy with regard to the rationale of 
procurement and its pricing. 

The policy had predictable consequences. While the support Qp>eration 

was sat isf actor i 1 y served by the levels of procurement prices whenever 

and wherever support was needed in response to bumper harvests, 

procurement of grain become increasingly difficult under conditions of 

scarcity, local or global. This meant that procurement prices had to 

remain close to, even if slightly below, market prices at all times. 

Since procurement prices were being announced in advance of the harvest 

and could be based at best on insufficient knowledge of the crop 

pr i pr* cts and market conditions expected to prevail in the coming 

14 

season, this in turn required the upward revision of prices (secured in 
practice through diverse means) for meeting procurement targets with 
varying degree of success. Section 4 discusses further details about 
price movements. 

Returning briefly to the question of compulsion which could have been 
the basis of procurement under conditions of relative scarcity, we may 
note that the government did employ a number of instruments 
incorporating a coercive element. These range from direct compulsory 
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levies on producers, traders and millers to the Eoning or cordonin>3 off 

supplies, to facilitate procurement. But the measures proved to be 

ephemeral in chcjracter and ineffective in eKScution, either because of 

the lack of 'political will* or of some other factors that could be 

held responsible for the failure of policy. Take for eKample, the 

constitution of zones comprising one or more regions. The usefulness of 

zoning has been much discussed in the literature. Let us note, however, 

that movement restrictions generally amplify the changes in p»rices in 

any region as they occur in response to variations in domestic 

production. Hence, to the extent that the normally surplus region can 

be kept immune to shortfalls occurring elsewhere in order to create 

conditions favourable to the procurement agency, zoning may be seen to 

be consistent with the principle of procurement below market prices in 

lean years. However, the net impact of zoning on prices, both in terms 

of the all-India average and the range of regional variation would 

crucially depend not only on the coverage of zoning but also on how 

much, where and at what prices grain is procured and subsequently 

distributed. In practice, movement restrictions have been imposed and 

relaxed in an arbitrary manner, sometimes in dissonance with the stated 

ir> 

objectives. 

Let us now consider the relevance of costs of production to the 

fixation of prices. The general consensus is that minimum support 

prices, now indistinguishable from procurement prices, must fully cover 

the average cost of production, but the question what elements of cost 

should be included in the calculation of the average total cost 

16 

continues, to be debated. Specifically the debate refers to the 
appropriateness of the inclusion of not only the so-called paid--out 
costs but also the imputed values of the services of land and labour 
inputs by the family in the calculation of the 'complete'' average cost. 
A price covering such a complete cost has been described as a 'forward- 


looking' floor because it ensures cash incomes to farmers over and 

above the actual money expenditure incurred. Moreoverj it is seen to 

incorporate at least one principle of parity, viz, input return parity, 

since the family inputs are given the same remunerat i on that they could 
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nationally earn outside the family farming activity. 

Even if one accepts this complete cost principle of pricing, it is 

beset with many operational difficulties arising from the fact that 

even For a single crop the cost of production varies a lot not only 
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from region to region but also within regions across different farms. A 
solution suggested in this respect recommends the use of a bulk line 
cost, the minimum cost that cavers the costs of farmers producing a 
major part of the output, weeding out the very 'inefficient' farmers. 
But then the derived price would cease to have the same meaning as that 
based on the average cost in standard economical theory. It is equally 
difficult to grapple with the question of regional variation in costs. 
The actual practice of fixing a uniform price for all regions is 
obviously defective. For example, the adoption of a price that covers 
the costs in the high cost region, where, say, traditional methods of 
cultivation are used, results in abnormal profits to farmers of other 
regions using the cost-'-reducing new technologies. Thus the principle 
may be consistent with the objective of growth but not with that of the 
reduction of interregional disparities. 

Two important points have been made in relation to the imputation of 
values at market prices to the use of land and labour resources of the 
family. Since the price of produce is raised by the inclusion of these 
elements in the total cost, agricultural labourers and other net buyers 
of food for whom wages constitute a major element of income are likely 
to lose. The reason for this loss is that wages actually paid generally 
tend to be below the statutorily fixed minimum levels, which in 
principle could be in line with output prices fixed by the complete 


costing principle. On the others hand, employers of hired labour earn 
an abnormal profit for the same reason. In simpler terms, money incomes 
of net buyers (especially of wage earners in rural areas) generally lag 
behind food prices and the total cost principle reinforces the 
tendency. Regarding the imputation of market rental values to the use 
of owned land, it has been argued that there has been a continuous 
increase in these values arising from increasing productivity as well 
as demographic pressure. Regions well endowed with, say, public 
irrigation resources are also in general regions of high productivity 
and it is debatable whether such regions should be allowed to enjoy 
high economic rents through enhancement of product prices by inclusion 
of rental values in the total cost. 

Similarly, it is agruable whether increases in rental values arising 
from eKogenous factors such as demographic pressure or insufficient 
eKpansion of non-~agr i cultural employment should be automatically 
transmitted as additional costs to the product price. Thus the debates 
in the literature demonstrate that even a well-defined cost— based 
principle for price fixation can become meaningful and reasonably 
operational only in relation to a clearly specified policy goal, such 
as the reduction of spatial disparaties in incomes earned from the 
cultivation of the same crop. 

The parity with input costs in only one among different kinds of parity 
one can think of in the context of product pricing. For example, there 
is the parity between farm incomes and incomes earned in other sectors 
of the economy. A little reflection shows that in India, with large 
output fluctuations being the rule rather than the exception, it is 
difficult to maintain such a parity through a product pricing policy 
along s here again a system of subsidies and taxes is needed to limit 
the range of fluctuations in farm incomes and ensure their parity with 
incomes in other sectors. Also, because of the stickiness of nominal 
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wage incomes over the short period, product price adjustment can at 
best protect incomes from cultivation only. T^us, upward adjustments in 
agricultural prices made in response, for instance, to increase in the 
prices of some manufactured consumer articles may fail to maintain the 
purchasing power of all rural classes uniformly? wage earners may in 
fact suffer a loss in real income following the rise in the price of 
•food because food absorbs most of their es-cpenditure. A uniform output 
price consistent with the income parity criterion cannot be calculated 
simply because the commodity baskets of consumption vary as between the 
different rural classes. 

TH E PO LI T IC A L FACTOR S 5 Political faactors behind the making of 

economic policy are generally ignored in what may be described as 

’‘mainstream* economics but constitute an important element of 

discussions of economic problems in the growing literature on Indian 

political economy. The general concern in the alternative stream is 

with production relations (such as those between landowners and 

labourers) and how they influence processes of change in the spheres of 

production and accumulation. However, the politics of pri ce-f ii-cing in 
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the Indian context has received a lot of attention from both the camps. 

In the agraian economy, the importance of politics with respect to 
pol i cy-making arises from two basic factors. Firstly, policies are 
formulated fay governments at the State and the Union levels? the 
constitution and working of the government depend very much on the 


configuration of class forces. For example, the failure of land reforms 
for imposing ceilings on landholdings and for red ist r i but ion of land, 
despite much legislation and endless rhetoric in day“to-”day politics 
and plan documents, cannot be explained without a consideration of the 
balance of class forces and the manner in which it influenced the 
implementation process. Secondly, and more readily seen, is the very 
large disparity in landholdings in all regions of India, with big 
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landowners constituting a small proportion of rural households but 
also? consequentlvs marketed surpluses. 

Rural disparities have grown further with the introduction of the new 

agricultural technology which has strengthened the economic and 

political power of the class of surplus producers. Described as the 

rural oligarchy, this class has been appropr iating a dis proper t i onat el y 

large share of the benefits generated fay the policy of incentives and 

subsidies to the agricultural sector since the late siKties. The 

political strength of the class in seen to lie, moreover, in its 

control over the rural vote in the electoral process, which enables it 

to further its own interest through bargaining with the other major 

ruling group, the industrial (urban) bourgeoisie. As a result, there is 

in existence a politically powerful 'farm lobby’ which influences 

EO 

policy-making in agriculture with a fair degree of success. 


The success is derived from two factors. Firstly, given the nature of 
the electoral process and the decisive role of the rural vote in its 
outcome, there is a heavy representauicn of the 'farmer interest' in 
the Stents legislatures and governments. We should note that in reality 
the 'farmer interest’ relates to the amassing of incomes and wealth fay 
the sur plus-producing big farmers, although the political rhetoric 
refers always to the 'peasant cause' in general, as if the peasantry 
constitutes ia undifferentiated mass? small, poor farmers and 
agricultural labourers have hardly any representation in any tier of 
the decision-making process. Secondly practically all political parties 
accord support to the 'peasant cause’ and to rural agitations on a 
variety of issues such as demands for ' remunerative ’ prices for the 
products of agriculture, for provision of inputs like water and 
electricity, and credit at cheap rates, for cancellation of rural defat 
in hard times, and in general for all-round support at all times. 


For most p®oiitic:a\l partiesj, slo^i^ans about the rural poor are a 

necessary means to secure political power throu> 3 h the electoral 

process. The basis of leftist support for the farmer’s interest has, 

however, another dimension. The communist parties, for instance, 

recognise landlords and capitalist farmers as constituting an 

eKploitirsg class but seek to rriobilise not only poor peasants and 

labourers but also the middle and richer sections of the peasantry in 

order to secure peasant unity considered necessary to carry forward the 

struggle against exploting classes in general. These parties recognize 

the fact that the benefits for increses in agricultural prices flow in 

a disproprtionately large manner, if not wholly, to the surplus- 

producing big farmers. They, therefore, suggest measures of tai<ation on 

the rich and for relief for the poor to counteract the growth in 

inequality that price increases entail. Nevertheless, they support the 

struggles for ' remunerative prices* perhaps becuase of their commitment 

S1 

to securing peasant unity from a long-term perspective. 

The course of events relevant to foodgrain price policy since the mid- 
sixties can now be described in brief. The heralding of the 'Green 
Revolution’ with the introduction of new seed varieties of wheat and 
the unequivocal commitement of the central government to the 
agricultural strategy led to the support of wheat prices at levels 
prevailing during 1966 and 1967, a period of extreme scarcity, without 
any reference to principles of cost or parity or to the demand and 
supply conditions in a period of abundance resulting from the wheat 
surpluse in the north-west. The sole aim was to promote growth at any 
cost. During this period policy-making was wholly the prerogative of 
the Chief Ministers of the surplus States. Such, attempts as were fnade 
by the ARC to introduce some principles into the setting of relative 
prices and procurement targets proved to be futile. 


; i : •. ' 
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The most important concern of the farm lobby till about 1973 appears to 
be the prevention of a fall in the price of wheat which the bumper 
harvests of 19&S--1972 would have normally brought about. It must be 
noted in this contsKt that during this period rice surpluses and 
guamtities procured were marginal; further, some cost comparisons shows 
that the margins of the procurement prices over the costs of production 
were far higher in the case of wheat than in those of rice <see section 

I 

4 below). The parity between rice and wheat seems to have been 

22 

established only from about the mid-seventies, following both the 
greater qua^ntum of rice being procured and the conditions of relative 
scarcity prevailing in 1973 and 1974. 


At any rate, the terms of trade moved generally in favour of 

agriculture during 1965-1973. The trend has reversed since then, with 

the prices of manufacutred articles and agricultural inputs rising at 

rapid rates and stocks of foodgrains piling up with the government as a 

consequence of succession of good harvests. This adverse movement in 

the terms of trade is the background of numerous farmers’ agitations 

for remunerative prices. An incidental factor behind the struggles is 

the emergence in 1977 of peasant leaders such as Charan Singh at the 

national level. The eighties saw not only a reconstitution of the APC 

to allow for explicit representation of the farmer interest but also to 

its renaming as the Commission of Agricultural Costs and Prices, 

enshrining the cost principle in price-fixing. The farm lobby has in 

recent years been growing further with the mushrooming of self-styled 

'non-party’ 'peasant' organisations such as the one led by Sharad 

Joshi. The rhetoric of Joshi's movement referes to the exploitation of 

agriculture (Bharat) by Industry (India) and the goals may, therefore, 

look broad-based but the programme has been aptly described as a one- 
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point programme for securing higher agricultural prices in all seasons. 
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PRICE MOVEMENTS AND RELATIONS GROWTH AND FLU CTUATIONS IN OUTPUT s In 

p>er capita terms the output of foodgrains in India as a whole has 

stagnated since the beginning of the siKties, implying thereby the 

growth rate in foodgrain production just about equalled that of 
24 

pofiulationu However, different crop>s exhibit different trends? for 
exaiTipls, there has been an impressive increase in the output of wheat 
but a distinct decline in that of coarse cereals and pulses (both in 
p«er capiita terms). Ihe impact of these differential trends on relative 
price movements as M;ell as consumption levels, espceially of the poor, 
has still to be studied in detail. 


But more important perhaps is the fact at the specific crop level and 

in the aggregate there have been considerable year to year fluctuations 

in yield pier acre as well as pu'oduction. Since the production of 

foodgrains as a whole has stagnated in per capita terms, output 

fluctuations are clearly relevant to price movements in a period 

charactrized by the growth, albeit modest, in real incomes per capita. 

Some early studies show that the price flexibility coefficient, i.e., 

the elasticity of price with respect to the per capita availablity 

tends by very high (more than two in absolute value) for cereals such 

25 

as rice and wheat. Of course, availablity is not determined by levels 
of production alone s the operations of the government (through imports 
and distribution) and of farmers holding surpluses and traders at the 
different tiers in the market economy are equally relevant. A good part 
of the price flexibility may be due to the speculative activities of 
the traders (Singular absent in studies of price trends), but output 
fluctuations contribute also to the guantum of grain that could foe 
procured by the government at given prices, to amounts that have to be 
distributed through the public distribution system etc., and thus are 
of central importance to the interaction of private and public agencies 
in the foodgrain economy, i.e., the dual market economy. 
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From this perspective, the recently we 1 1-documented increase in 

fluctuations (with much inter-regional and inter-crop variation) in 

productivity and production of foodgrains in the period subsequent to 

26 

the 'Green .Revolution' assumes importance but is not adequately 

reflected in pol i cy-mak ing with reference to pricing, building up of 

stocks and distribution. The studies which demonstrate this increase in 

irsstability arge that the improved technologies are not responsible per 

se for this trend in variances and point to a number of concomitant 

factors such 3.s the sub-opitmal use of irrigation and fertilisers, 

simultaneous increases in year-to-year variability in areas sown as 

well as an increase in the co-variance between yields obtained and 

areas sown and so on. All this requires more detailed study at a 

greater level of disaggregation with respect to both crops and regions 

than has bean attempted in the literature so far. A recent study on 

output fluctuations comes to the conclusion that "aggregate production 

instability is an inevitable consequence of rapid agriculturl growth 

and there is little that can be effectively done about it" and suggests 

that policies addressed to the stabilisation of consumption through 
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storage and trade policies may be more promising. This conclusion is, 
however, contestable because an broad-based strategy for the 
improvement of yields and stability in output in the dry and rain-fed 
tracts of the country is a clear alternative, admittedly not yet spielt 
out in detail on the basis of existing knowledge. . 

The supply of grain is more relevant to price movements than is 

domestic production. If one takes net production augmented by changes 
in stocks with the government as a first approximation to supply 
(designated usually as aval labi 1 ity ) , this variable exhibits 

charactersti cs similar to those of production: since the early sixties 
net availability of foodgrains in per capita terms has virtually 
stagnated, but year-to-year fluctuations have been fairly wide? 
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although distinctly less wide than in output, with the government 
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distributing somewhat higher amounts in years of crop failure™ The good 

harvests of the late seventies and early eithties have been utilized 

more for stock-building than for improving levels of availability. 

Indeed, levels of stocks which were about 3 million tonnes in the early 

seventies grew to approKiatsIy 30 million tonnes by 1985 (more on this 

later). !he fulctuation in actual av-ai labi 1 i ty approxmat ions indicate, 

because of the possible speculative hoarding hv the private trade™ 


market PRICiS^.. PROC URE MEN T PRI CES AND C OSTS s In this and the following I 

subsections we shall discuss the working of the dual markets in the 

foodgrain sector, especially in relation to the period after the mid- : 

sixties marked by a significant intervention fay governmental agencies 

in the market. Apart from procurement and distibution of certain ! 

quantities of grain at set prices, the government was involved also in 

stock-building operations. This is the basis for dual market models 

which seek to capture the interaction between the operations of the 
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government and the functioning of the open market. It must be noted, 
however, that a realistic formulation of such models in their fullest 
complexity is not an easy taks, for it would require, apart from the I 

spec i f i cat ion of supply and demand functions under the duel price 
structure, and explicit consideration of the role of exogenous output 
fluctuations and of the complexity introduced by different policy 
instruments such as zoning and stock pilling. Perhaps, 'it is for this ; 

reason that most available analytical models are addressed to narrowly | 

^focussed issues such as the impact of price and other instruments on 
levels of procurement. 

Let us begin with a descriptive account of the trends in prices and 

costs. Although procurement prices have generally been lower than 

market prices, both series exhibit a strong upward trend since 1960— 61, 
characterized, in the case of foodgrains as a whole in India, by a : 
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clearly visible staircase type of mo veo'ient , with prices rising 

s i ign i + i cant 1 y in years of good harvest. The only exceptions to this 

type o^ iTioveiTient (with prices declining in response to good crops) were 

in 196S—69? following the initial spurt in wheat production, and in 
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1975--7&, the period of Emergency and all round 'discipline". 

Two factors appear to underline this type of price behaviours firstly, 
weather-induced output fluctuations (especially in per capita terms) of 
a wide order, combined with high price flexibility coefficients; and 
secondly, the bounty of good harvests being used more for stock- 
building than for price reduction. The asymmetry between the protection 
of producer interests through price support, inherent in withholding 
supplies in good years, and the pirotection of consumers is perhaps most 
clearly seen in this aspect of government operations. (The question of 
optimal level of stocks is discussed in subsecion 'Analytical Issues’ 
below) . 

It must be added, however, that the nature of both the trends in prices 
and the order relations between procurement and market prices, 
protrayed above in the case of foodgrains as whole for all-India, may 
not hold uniformly across regions and crops. 

Turning now to a comparison between procurement prices and costs to see 
whether procurement has operated as a disincentive to production. Let 
us recall that the comparison is best with difficulties arising from 
the conceptual ization of cost (section 2). Studies in this regard rely 
on the average cost at the State level (estimated on the basis of 
sample surveys) with cost C as the relevant concept. This cost includes 
the iniputed value of family labour as well as the imputed rental value 
of owned land. The conclusion are that in the case of wheat, since the 
eary years of 'Green Revolution, ' procurement prices have been higher 
(well above, in the initial part of this period) than costs of 


production and in sofrie years close to the open market prices. For 

rice? until the mid-seventies support prices did not cover costs in 

West Banqal and the Southern States but they did in the case o-f 

northern States. Thereafter, however, procurement prices of rice have 

been raised substantially so as to cover cost uniformly in all the 
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producinq regions. 


It is possible to argue that uniform purchase prices (generally fixed 

in relation to costs prevailing in the high-cost region) are likely to 

have promoted inter-regi onal inequalities because of the wide variation 

in costs (however defined). For example in 197S“79, while the cost per 

hectare for paddy was higher in Punjab than in Andhra Pradesh (by about 

11 per cent), the cost per quintal of paddy was lower (by about E2 per 

cent) because of the higher yields per unit area and more favourable 

condition for the cultivation of high-yielding paddy varieties in 
32 

Punjab. It must be noted in this context that the Pubjab region paddy 
is produced almost exclusively as a commercial crop and the region 
contributes significantly to the rice procured by the government. 

To the extent that farmers are fee to sell in the open market, prices 

received by farmers (a weighted average of procurement and market 

prices, with the relevant quantities as weights) are more relevant than 

procurement prices alone to making a judgement about disincentives. At 

a hypotetical but more sophisticated level one might compare costs with 

the prices that would have ruled in the open market in the absence of 

purchase and distribution by the government. The date rminat ion of such 

prices would require a properly specified supply-demand-prices model 

but crude calculations can be done on the basis of available demand 

elasticities and price flexibility coefficients under the assumption 

that output levels are exoqenously given. At any rate, the few studies 

involving such price-cost comparisons, show once again that procurement 
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prices have in general been > remunerative ' in relation to cost. 
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As noted bs-fore, the parity in relation to cost in only one among the 

different kinds of piarity which can form the basis for price fixation. 

Although the APC has from time to time taken into account, apart from 

cu^ats ol p*roduction, prices of spiecific inputs such as fertilizers or 

the general price level in the price fiKation process, presumably in 

conformity with some principle of parity, it is difficult to discern 

from data the working of any particular parity principle (such as that 

between cfopis, between input and outpiut prices, or between prices paid 

and received ) possibly because of the arbitrary manner in which 

elements relevant to different typies of parity have in piarctice entered 
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price fixing in different combinations over the years. 


The arbitrarines has made it easy for those who argue for price 
increases to invoke this or that principle of p>arity as the occasion 
demands. For example, if the prices of fertilizers are raised by the 
government, that alone is sufficient to ensure political mobilization 
in favour of the demand for remunerative prices regardless of the total 
cost of production or market conditions. If the following season the 
price of fertilizers are reduced but the general price level rises (for 
whatever reason), the basis for the demand for price increases may 
change? for instance, it may shift to the cost of living or the real 
income of poor farmers. The point is important because of the 
differential trends in prices of commodities covering different crops, 
agricultural inputs and articles of consumption. It is easily 
illustrated! the demands for high support (procurement) prices of what 
were based on an appeal to the level and change in market prices till 
the mid-seventies but later, with the prices of some inputs and 
manufactured articles increasing in general at rates faster than those 
of agricultural commodities (including wheat ), slogans for political 
mobilization began to fee centred r^ore and more around input prices and 
costs. It will be interesting to analyse in this light the shifting 


ground of the farm lobby in response to the changing economic 
environment. 

At a different level, among the academics, Questions relating to the 

terrii^s of trade ( !OI ) between agriculture and industry have received 
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much attention. They include question about the relevance of TOT to 

price policy and mobilisation of rural surpluses in the specific Indian 

context as well as those relating to the actual movements of relative 

prices, in contrast to the first set of these questions, the second has 
qenerated much controversy in the literature. This is probably a fall- 
out of the political process in which sloqan based on relative prices 
have as remarked before, assumed much significance. In any case, the 
shift in the focus is unfortunate because what is relevant to policy, 
making concerned with wellfare is not so much the actual movement in 
the net barter TOT as its impact on aggregate farm output, farm incomes 
and their distribution. It must be pointed out in this context that 
generally the supply response is low and, therefore, the question to 
what extent agricultural growth can be stimulated through changes in 
TOT brought about by policies with a limited coverage of cro|:»s and 
regions becomes crucial to our understanding of such policies. 

The picture of actual movements in the ToT (whether in net barter or in 
net income terms) depends on how the relevant indices are constructed, 
the commodity compositions taken, the weights assigned, the price data 
employed, the base year chosen and so on. Indeed, the studies in this 
area demonstrate, if anything at all, that constructed series are 
extremely sensitive to methods of construction, yielding as they do 
sometimes opposing conclusion about the direction in the movements. A 


continuation of this debate can be fruitful only if this sensitivity is 
examined more closely and in relation to the impact of the TOT on the 
different aspects of the farm sector. 
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l..dEQ.BTS AND STOCKS s One of the objectives underlying the promotion of 
high-yielding varieties and the new technology was the attainment of 
se 1 f “su-f I' i c i en c y in foodgrain production, i.e., a drastic reduction on 
the dependence on imports. Indeed, the role of imports in maintaining 
supplies has become insignificant from about the mid-seventies. 

Both impiorts and internal pirocurement enable the government to build up 
stocks needed to maintain supplies at given levels and stablize the 
prices, i.e., to curb price movements arising out of the outpmt 
fluctations characterising Indian agriculture. Two questions arise in 
this context n the first about the optimal level of stocks to be held 
fay the government and the second relating to the possifolity of choice 
between imports and domestic pro cu reitient for the purpose and the I 

conditions governing such a choice. It is obvious that for meaningful I 

analysis the questions have to be set within a framework that includes 
not only the dual domestic markets but also the internati anal market 
for foodgrains. I 

Let us begin with a brief review of the facts. There were broadly two 
phases, covering 196S— 1972 and 1975—1985, during which stocks held by 
the government were allowed to increase, from 2 to 8 millioin tonnes 
during the first and from 8 to roughly 30 million tonnes during the 
second phase, respectively. Both these phases covered strings of good 
harvest, with peak and record levels of per capital production during 
the early eighties. While both imports and procurement contributed to 
this stock-piling during the first phase it was almost wholly the 
internal effort that enabled the government to accumulate stocks during | 
the second phase (the droughts of 1986 and 1987 led to deletion of | 
stocks). As noted before, the government has generally been releasing 
somewhat larger amounts, in per capital terms, for distribution through 
the PDS under distress conditions, but these amounts have only 
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marginaily augmented the fluctuating production levels^ Generally, the 

levels in per capita availability have fluctuated along with those in 

production, although the year—to—year variations were smaller in the 

former. It is clear that the government’s stock management has not been 

successful in brining about a stability in supplies, a fact readily 

seen from the low levels of per capita net availability in years such 

as 1975 and 1980, corresponding to poor harvests (406 and 410 g. per 

day respectively, in contrast to an average of 447 g. over the whole 

period 1961-1984 ) . More importantly, the precedence accorded to the 

policy O'f accumulation of stocks over that of depiletion in adequate 

amounts led to the expected price changes! large increases in years of 

crop failure and moderate changes during time of good harvest following 

the use of procured grain for accumulating stocks to prevent prices 

falling. It can be seen thus the stock management policy of the 

government has contributed in some measure to the inflation in 
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foodgrain prices and to the disadvantage of consumers. 

fhe question of optinal level of stocks assumes importance in this 
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context. The gross output of foodgrains per capita per day has over the 
period 1961-19S4 stagnated around an average of 494 g. with a 
coefficient of variation of 8 per cent (the computation includes the 
worst ever years! 1966 and 1967). This means that actual output levels 
in any year are unlikely to deviate from 494 g. by more than 12.8 per 
cent, i.e., 63 g. per capita per day (1.6 times the standard deviation 

corresponding to a 5 per cent chance for larger deviations, under the 

assumption of a normal distribution). For a population for 800 million 
this corresponds to a predictable shortfall not exceeding 18.4 million 
tonnes (with a probability of 95 per cent) in a single year. The 

technical committees constituted by the geoverment during the sixties 
and seventies recommended buffer stocks in the range of 10 to 15 
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iTiillion tonnes (for lower levels of total papulation) on a basis o-F 
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probability calculation similar to the one above. 

An insurance cover against two consecutive poor harvests would of 
course require a much larger buffer stock but the policy is likely to 
be extremely costly and economically crippling. In any case, it is 
difficult to argue in favour of a stockholding in excess of 20 million 
tonnes at the current population level, especially if the possibility 
of imports (during a second consecutive year of poor crops) is kept in 
mind. Indeed, some studies show that the government's stock policies 
have been sub-optimal in many ways! they demonstrate that higher levels 
of per capita supplies than in the past could be maintained with 
appropriately designed and coherent policies for fixing prices, 
accumulating and depleting stocks, determining import levels and so on. 


Above all, if the range of price variation is to be limited so as to 
benefit both producers and consumers, any sensible policy must include 
the depletion of stocks in adequate amounts when necessary as well, as 
accumulation to the desired extent. The point is important becuause the 
increase in inventories beyond optimal levels not only imposes a 
crippling burden on the economy but is also regressive in character- 
For example, the so-called food subsidy, mounting and accounting for a 
big proportion in the budget deficits of the central government in 
recent years and usually interpreted as a subsidy to the poor covered 
by the PDS, includes the costs of holding stock. It can be argued that 
the poor would be better off it prices are allowed to dealing in 
response to good harvests especially when the stocks held by the 
government are already adeguate to meet contingencies such as drought. 
Accumulaton of stocks . beyond the level needed to cover contingencies 
benefit the surplus producers only at the cost of the consumers, 
especially the rural poor who have no access to the PDS. 



GMaklX4,vHL ISSUES s The highly correlated rrioverneiit s in costs 
pro cii rerisent pricers aiiid market pries? both ccmten’iporcineoiisl y and with 
lags ill the variables? are not very reveal iri»:| in terms of the impact of 
state iiitss r van t i on in foodgrain markets® Given the lirriited coverage of 
gove rniTiCHit operations? with respect to crops and regions on the one 
hand and quc^ritities procured and distributed on the other? it would 
appear p^riitia facie that the impact of these operations? for sKample on 
fficirket prices? would also be limited with regard to regions and crop»s« 
On this iinds} rs tarid i ng ? the impact of operations in the wheat market 
would be limited to regions in the northr-west where the ’ pr o cii rement 
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effort is concentrated and the regions (frtainly large urban areas) where 
subsidized wheat is distributed in large enough quantities to influence 
the open market pries. This is questionable), however, because to an 
unknown eKtent the markets for different cereals are integrated, with 
demand, supply and price conditions in the market for one cereal 
influencing those in the markets for otehr cereals. The eKplanation for 
a strong correlation between market prices and support prices in the 
case of foodgrains and a whole may lie in such an integration, not 
addressed adequately in the literaure. Our iqnorance in this respect is 
attributable in part not only to the lack of the relevant data, for 
eKample, on prices in the rural areas of both the 'surplus’ and 
'deficit’ regions, but also to the absence of requiste analyses of 
issues as, how prices of inferior cereals are influenced (in the 
different reqions of the country) . by those of rice and wheat and of 
trends in the regional dispersion in price levels and so on. 

In contrast, the phenomenon of increases in market prices leading, 

with some lags, to increases in procurement and issue pf^ices, analysed 
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in some detail is perhaps easier to understand. In general a rise in 
foodgrain prices can be expected to lead to rise in wage costs, albeit, 
with time lags in adjustment. More importantly, the burden imposed on 
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the qovernment by its own operations in the foodrain markets, is 
relieved in practice, although only in part, through increases in the 
so ••"•Cell 1 ed adit! i n i s t e r ed prices (such as fertiliHer prices), and these 
increases have a direct bearing on the movement of agricultural costs, 
f-inally, increases in costs of production lead to ptressure on the 
gove^nnient thfough the political process to raise support p>rices« 
Observed correlations between procurement prices and lagged market 
prices (and costs) notwithstanding, the chain of causation in this 
respect requires further study, on the support of available 
do cumentcit i on , on the dispiosal of subsidies and the budgetary 
transactions of the central government. 

In sum, the elaboration of the means for achieving some form of inter- 
crop parity and reducing inter-regional disparities in prices, in 
consistence with a set of well-defined welfare goals, remains elusive 
in Indian economic literature. 

NET IMPACT 5 Whe^t is the net impact of foodgrain price policy on the 
economy in general, on the processes of inflation, investment, growth 
and distribution and more particularly on growth rates in agricultural 
production, the levels of prices and consumption of foodgrains of 
different types in the different parts of the country ? 

f 

The question cannot be answered easily, and not merely because it 
encompasses many interrelated issues- There other reasons are pertinent 
s Firstly, the quantitative significance of the limited nature of state 
intervention in the foodgrain markets is still to be assessed in 
meaningful analytical terms (for instance, we know practically nothinq 
in this content about rural-urban price differentials). Secu.iaiv, while 
there is no doubt that relative prices, irrespective of the extent to 
which they have been influenced by actually implemented price policies. 


have played a significant role in shaping the economy, it is necessary 
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to take into account the working of taxes and subsidies of different 
kinds for understanding this role. And thirdly, there is a need to 
incorporate into the analysis the experience with non-price instruments 
such as direct public investments in irrigation development, etc. In 
the following subsections we have covered a limited ground only. 


Oy i F*U i 5 Numerous studies deal with supply response grist to the 
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Ag f icultufal Er-conorni cs mill. Barring a few exceptions, they are 

: concerned with the response in terms of the allocation of areas to 

different competing crops corresponding to relcitive t>rices and 

prof i tabi 1 i ty . These seek to demonstrate, in general, that the Indian 

farmer is a rational economic animal. The exception consider also the 

response in terms of the increase in input use, especially of modern 

inputs such as fertilisers, relevant to the generation of higher 

profits through increases in the productivity per unit of land area. We 

thus have some plsiusible estimates of the overall output response, 

s' combining both the area and input responses- The long-run elasticity of 

output with respect to the lagged output-input price ratio is in the 

range of 0.4 to 0.6 for the major cereals s rice and wheat, and the 

supply response, reckoned thus, is lower than the response of outp>ut to 
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increase in the levels of irrigations. These estimates based on past 
data summarise the Indian exprience in some fashion and show therefore 
that agr i culturcil growth has been promoted more by the development of 
irrigation than fay the price factor. 

This is not to deny the very significant role that support prices and 
subsidies (and hence the terms of trade) have played in the promotion 
of agricultural growth in certain areas of the country. In general, 
only some crops and some region have benefitted from the mix of 
policies (pricing, fiscal and other) and this has promoted both inter- 
crop differences in growth . and inter-regional inequalities in 


aig r i cu 1 tu r a 1 parf ormance . The impressive growth in the production of 

supefior cefeals has brought about to some extent through shifts in the 

cropping pattern away from inferior cereals and pulses, and in some 

areas axt the expense of cominercial crops too. These shifts have been 

made possible by the policy-mix referred to earlier. In the overall, a 

substantial part the increment in production associated with the new 

technology has originated in five or six advanced States with the 

eastern region and semi-arid parts of the county performing poorly. 

Both price policies and the esay availability of subsidized funds have 

4E 

promoted these developments. 

INCOME DI S TRI B UTION AND POVERTY s The excerbation of inter-regional 
inequci 1 i t i es in foodgrains production and the decline in per capita 
production of interior cereals and pulses are strongly suggestive of a 
general widening of disparities in income and consumption. Let us 
consider in brief some relevant analytical factors. Procurement prices, 
farm hcirvest prices ans wholesale market prices are all relevant to the 
determination of the price producers receive for their surplus crop* 
output. In general and in the simplest case, price increatses are 
regressive in their impact on the income distribution among the 
producers because the bigger producers account for the lion’s share in 
the marketed price of the output and therefore appropriate the gains, 
if any, accruing from a price rise, in a larger proportion than do the 
small- farmers. Of further relevance in this context is the fact that 
small farmers and agricultural labourers are in general net buyers of 
foodgrains in contrast to the big farmers who are net sellers, so that 
by virtue of their capacity for retention in full measure of * 3 rain for 
home consumption the latter are not hurt by the rise in market prices. 
Likewise, the seasonal movements in prices, especially in years of poor 
harvest, have a regressive impact since the poor as net buyers may 
depend wholly on market perchases in the lean season when prices tend 


to be higher. 
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However, for a more complete assessment of the impact of p»"ice 
ificreases on income distribution it will be necessary to take into 
ac t-oun I incomes earned through non-farm activities by wage earners and 
small farnisrs. In the absence of detailed research of this type, some 
analysts have sought to directly relate estimated pirovety levels to 
changiny t elective ptrices to see, for eKampile, whether rising food 
prices hurt the interests of the poor. This effort has also led to some 
controversy because the same data sets e^nalysed in different way 

produce coniradi ctory results. The underlying methodological 

43 

difficulties have received much attention in the recent literature. 


Eiut it is difficult to contest some relevant empirical findings. It has 
been demonstrated convincingly that poverty ratios <the proportion of 
people below the so-called poverty line) eKhibit fluctuations with no 
d i s ce i b.i. e trend—piositive or negative. The variations in the ratio 
are, however, correlated enough to attract much academic attention, to 
both real income (inversely) and food prices (directly), suggesting 
thers’by that while agricultural growth contributes to ax reduction in 
proverty, rising food prices may act independently of levels of output 
and lead to decrease in the consumption of food and hence to higher 
levels of povsrt y , 

Regional disparities assume importance in this context. Interstate 
differences in the per capita production of foodgrains have widened. 
But through its operations of procuring grain from the pockets of 
surplus and distributing it through the PDS the government has ensured 
that regional disparities in terms of availability have not increased 
since the mid-sixties. However, except in Kerala and Ciujrat (and more 
recently Tamil Nadu and Andhra Pradesh) the PDS hardly covers the rural 
areas. An early study dealing with inter-state differences in food 
intake, covering both the rural and urban parts, is relevant in this 


contekt. It has suqigssted that given the magnitudes of regional 
disparities in incomes and prices, the markets work in such a way that 
a part of the surplus tends to remain in the surplus producing regions 
avid deficits left uncovered in other regions. A reason could be that 
the rural areas in the deficit regions do not attract market supp>lies, 
given the range of price differences and the organsation of markets, 
fherefore, the implied lack of adequate price-quantity adjustments 
through market forces has generally a greater impact on rural than on 
urban consumption levels. Of course, the public distribution system 
reinforces this tendency so that generally while the urban poor are 
ensured of supplies at given levels, the rural poor eat better only if 
the local harvest is good. 


CONC LUDING REMA R KS s F^rice policy refers to the doings of the 

government, but prices are not determined by policies alone? the 

markets play a part and so do some non-market factors unrelated to 

policy. It is not easy then to unscramble observed price trends in 

relation to the different aspects of the economy to arrive at, 

unambiguous judgements about the correctness or otherwise of this or 

that policy. F?elatively high and rising agricultural prices favour 

su r plus-produ c i ng big farmers and may indeed be necessary to promote 

agricultural growth at a satisfactory rate. E^ut they have adverse 

effects on the costs and standards of living of the rural and the 

urban poor, and on a wider stretch, as some economists have argued 

47 

conv i n c ing 1 y , may also lead to industrial stagnation. 

The subject remains controversial and the debate on each specific 
underlying question is unresolved despite the part i ci pat i on in the 
debate of several eminent economists and political leaders. To some 
extent there is in all this a loss of perspective resulting from 
scholarly affinity to hai r-spl itt ing . But it has led to a polarization 
of sorts. ; . 


One school denounces 'cheap food* policies and argues for price-support 

programmes that give adequate incentives to stimulate supply. On the 

othei- handy it can be argued that aggreagate suppily resp^onse is lowy 

and thaty more inif-ior tant 1 y , pr i ce~su p>piort ffrogrammes impily high private 

and siQcial costs; so price in incentives f undamental 1 y result in income 

transfers to the large farmers. Consequently, a well-balanced package 

of government instunnents including promotion of technology, 

inf raturcture investments and production subsidies is preferable to a 

reliance on the price instrument alone. The literature suggests that 

piublic investment, say, irrigation is better than the provision of 

price incentives for not only promoting groth but also for 'cost- 

efficiency* and distributing gains for growth uniformly across the 

47 

different social and economic classes in India. 

These conclusions emerge in part from some well-known facts : 
agricultural growth has remained fairly stable since Independence at 
about 3 per cent per annum; the rates of growth in foodgrain production 
hcw© been somewhat lower and there is no evidence of an improvement in 
the levels of consumption; the 'Green Revolution* has exacerbated 
interregionl inequalities in the production of foodgrains, productivity 
increases having been largely confined to wheat in the north-west. 
Further, the piublic distribution system (PDS) restricted mainly to the 
urban areaxs, has failed to protect the rural poor; and the social costs 
of public intervention in this sector, including direct subsidies to 
agriculture and those involved in the operation of the PDS have been 
he-avy and rising. The point is that these subsidies cut into the 
resources meant for development expenditure, apeurt from increasing 
rural-urban inequity since the vast mass of the rural poor are denied 
access to the PDS. 


But the conclusions have been, and continue to be disputed. In some 
measure the controversies arise from the fact that while the issue can 




be slated in fairly simple terms (such as, whether price policy has 

contributed to agricultural growth), they cannot be satisfactori ly 

restolved (through, for example, a regression of production on some 

price variable to measure the supply response) becaue of the comple ' , 

of the structure of economic and social relations within which the 

48 

questions have to foe addressed for a meaningful analysis. 
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NOTES AND R EFERENC ES 


Apart from these bodies, the Americans have also contributed to 
our wisdom about the food problem. The Ford Foundation compiled a 
report in 1959 entitled s India's Food Crisis and Steps to Meet 
it. For details see Chopra (1981). 

The terms of reference are reprinted in the Appendix to the 
Report ^o-f APC on the Price Policy for Kharif Cereals, 1965“66, 
p.47. For some discussion of these terms see Kahlon and Tyaqi 


3. The revised terms of reference are contained in the Government 
of India, (Ministry of Agriculture) Notification No. 14011/E/78, 
dated March 5, 1980. 

4. de Janvry and Subbarao (1986), p.17. They add that there is no 
representation for consumers on the Commission. The Commission 
reconstituted in May 1988 has three farmers as members. 

5. Raj Krishna, who was closely associated with the APC, had written 

! " A price support program is unavoidably a disequilibrium 

programme. The case for it is only that, if effective, it may 
convert a disequilibrium of shortages into a disequilibrium of 
supplies in the markets for selected commod i t ies . Kri shna 

(1967), p. 525. Elmphasis added. 

6. It must be noted that there are two kinds of distress. Small 
farmers sell a part of their output, sometimes at a price disad- 
vantage, although they may in general be net buyers for grain. 
This form of distress is clearly distinct from farmers, big and 
SiTiSill, having to sell at low prices arising from bumper harvests. 
An appreciation of this distinction is absent in discussion on 
support prices. 

7. The price flexibility coefficient, i.e., the elasticity of price 
with respect to availability has been estiated at ~ E.3S for 
foodgrains as a whole and 2.24 for cereals. See Ray (1972) for 
details. Earlier contributions in this respect are those of 
Thamaraiakshi {1970a and 1979b). These also demonstrate high 
price-flexibility coefficients for rice and wheat. 


8. The principles for price fixation by the government for this 
limited intervention in foodgrain markets have been discussed 
threadbare in the literature published since the mid-sixties. 
Some relevant references are s Dandekar ( 1965) ,Dantwala (1967), 
Krishna ( 1967 and 1982) and Thamarajakshi (1977) . Attempts to 
sum up the debates have been made, for example, in Kahlon and 
Tyagi (1983), Subbarao (n.d.) and Rath (1985). No such atterript is 
made in the following text. It should be noted however, that much 
of the literature is concerned with the efficacy of stimulating 
growth through price incentives. Issues relating to distribution 
are addressed somewhat tangent ial 1 y . 

9. Dandekar (1965) 

10. Krishna (1967), pp. 526-27. 


Assmiiin>j a realistic estimate of 0.4 for the long-run elasticity 
of output with respect to the terms of trade, Raj Krishna says ■ 
16 per cent growth over five years Cin outputll would 
require a one-shot 40 per cent increase in the real terms of 
trade of agriculture. This is equivalent to 7 per cent annual 
increase over this period which will also, of course, spread out 
the resulting growth. I his order of terrris— of— trade increase is 
hat'dly a practical proposition, even of terms—of— trade increase 
IS hardly a prictical proposition, even assuming that a govern- 
ment can fiK term of trade." In the sequel, he concludes "... a 
unit percentage change in the important shifter variable <technol 
ogy) will yield much greater growth than a unit percentage price 
shift." Krishna (198H), pp. 235-36. 

F-'ro cu r ement as a %a\x on farm piroduce has a long history in the 
development phase of many countries. This has a bearing on the 
larger issue (not treated in this survey) of using surpluses from 
the farm sector to promote indust rial i :iat ion . See in this conteKt 
Krishna (1982) and Mitra (1979). 

However, in India this has a narrower, more immediate context as 
recognized, for example, by the ARC itself. An early ARC report 
says ! "It should be a social obligation on the part of 
cu 1 1 i V£u,u rc to surrender a portion of the produce to the State in 
the wider national interest.... While direct taxation involves no 
quid pro quo, in the case of procurement the transactions would 
still be in the nature of buying and selling t?ind the producers 
would receive a price, even though this price may be lower than 
the prevailing market price. The case for such an impost becomes 
particularly strong in view of the extremely light incidence of 
argiculturai taxation in the country. "-—-Report of the ARC on 
Price Policy for Khar if Cereals (Procurement F^rices) for 1967--68 
Session, Sep. 1967, p. 5. 

See Krishnaji (1973) and Nadkarni (1987), p. 203. 

The prices fixed by the State Government were generally higher 
than those recommended by the APC and the Central Government. A 
study making a detailed demonstration of this fact says. ''The 
phenomenon of States fixing prices higher than the recommended 
prices is explained by the influence exercised by farmer 
interests on policy at the State level. But it is also due to the 
realistic economic reasoning that the procurement targets 
recommended by the Centre could not be realized with unattractive 
purchase prices, especially in bad crop years. " ■- Krishna and 
Raychaudhu r i. (1980) p. 4. 

Subbarao (1978a) summing up the literature on zoning says s " 
That food zones actually accentuated regional price differences 
is an empirically well-established fact." However, there is some 
evidence which indicates that the relaxation of zoning in the 
north-west during the initial spurt of wheat production is a 
response to the fear that prices would fall impede growth in that 
region ( Krishnaji 1973). 

Subbarao (n.d.) See also Kahlon and Tyai (1983). 

Krishna (1967), pp. 517-21. 

What follows is largely based on Subbarao (n.d.). 
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rhe debates on price policy are not restricted to professional 
academic journals, they are conducted also, fairly regularly, in 

newspapers, at public meetings and within the State and Central 
legislatures. 

f o! a cogent exposition of this view, which attracted a good deal 
of controversy, see Mitra ('1979). 

Representative views of the different parties are explained, for 
example, in C.P.I.M. ( -1973 and 198-1), Nathan <1982) and Sinha 

C 1 980 ) a 

See Krishnaji (1975) and Krishna and Raychaudhuri (1980). 

ihe growth of farmer’s lobbies and movements has been traced in 
Nad ka r n i (1 98 1 ) . 

ihe growth rate calculated separately for aggregate outpiut shows 
a higher value than that of population but the growth in per 
capita output is found to be statistically insignificant. This is 
a statistical artifact. The data are given in Roy (1984) and 
Krishnaji (1988). See in particular the graphical representaticm 
of the data in Roy. 

Roy (1972). 

Hehra (1981), Hazel 1 (1982) and Roy (1970, 1971 and 1983). 

Harzell (1982). 

Roy ( 1984 ). 

For example, Krishna and chibber (1983) and Gulati (1987). 

For the data see Roy (1984) and Krishnaji (1988). 

For cost-price comparisons see Krishna and Raychaudhuri (1980). 
de Janvry and Subbarao (1986), pp. 20-27. 

See in this context the discussion in Roy (1984); also for a case 
study of rice, Subbarao (1978a). 


A review of the actual process of price fixation by the ARC 
contained in Kahlon and Tyagi (1983). 
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For a review of the debate see Vittal (1986). See in p»articular 
Hitra (1979) and Tyagi (1979). 


See Roy (1984) for the data and Krishnaji 
discussion. 


(1988) for further 


(Questions relating to stock policies have been addressed in Ray 
(1970), Krishna and Chibber (1983), Krishnaji (1988) and 
Reut linger (1978). 

For details of these recommendations see Acharya (1983). 

Krishna and Raychaudhuri (1980) discuss the empirical deter- 
minants of procurement prices. 



42= Biibbarao (1985)= See also Mahendradev (1987)» 

4>.i« !"Ot debate on the po ve rt y—pr i ce relationship see Mellor and 

Da^sai C 1986) and for a comment on the statistical methodoloqy see 
K r i s hna j i C 1 987 ) . 

44= £»ee Bhattacharya at al = (1985). 

45. Sae Chapter I. in United Nations (1975). 

46. Mitra CIV/9). !his important asp*8ct of relative prices is not 

dealt with in this survey. 

47. This, section draws heavily from de Janvry and Subbarao (1986). 

48. ds Janvry and Subbarao (1986) attempt to grappile with this 

complexity through a Computable General Equilibrium (CGE) model, 
which enables them to carry out several simulation exercises, 
ihey find that technological change in agriculture and irrigation 
development with flexible prices are essential for alleviating 
poverty. Price flexibility benefits both rural and urban workers 
through a comibination of employment and deflationary effects. In 
general it benefits the net buyers of food through relatively low 
prices. Generally, they find price-incentive policy an inferior 
alternative to technologi cal development, especially in relation 
to welfare goals. 
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INSTRUMENTS OF AGRICULTURAL PRICE POLICY 
PERFORMANCE APPRAISAL 


dEAP^PES ’ Apart from allocating hugs sum of money under 
various schemes for agricultural sector, the Government has been 
evolving f s ori! tiine to time various major instruments of policy with a 
view to achieve increase in food production, equitable distribution and 
s Labi 1 i^salion of prices for the benefit of both the producers and the 
consuHsefs. fhe important among the various instruments of policy are 
procurement of foodgrains by compulsory levy and restrictions on inter 
State trade, distribution by public agencies, ptrice policy for purchase 
and sale of food grains, role of Food Corporation of India, role of 
Agricultural Prices Commission, 20-Point Economic Programme, 
Nutritional Programmes for children, and Minimum Needs Programme etc. 
In subsequent paragraphs, a brief review of some of these measures is 
made . 

IHE ROLE OF PUBLIC DISTRIBUTION SYSTEM : Food continues to remain the 
most pressing concern for the average Indian. With the food prices 
index increasing from about 200 in 1990 to 304.1 by December, 1994, the 
common man has undoubtedly been hit rather hard. The irony of this 
happening during a period when economic ’reforms' are under 
implementation with an assurance of their ' i r revers i bi 1 i ty and with 
food stocks at an all-time high of about 31 million tonnes and another 
bumper Rabi harvest around the corner can be mitigated only if 
nutrition and employment generation are made an integral pairt rather 
than an appendage of economic ’reforms’. 

During the early fifties the PDS issuance (mistakenly described as 
offtake) ranged between 4.6 milion tonnes during 1953 and 8 million 
tonnes during 1951. The early nineties saw the level peaking upto EO 
million tonnes In 1991, but declining subsequently to 5.1 million 
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tonnes during 1993. The months of 1994 have seen a further precipitous 
nosedive by the PDS issuances at 8.15 million tonnes upto November 1994 

thanks largely to an increase in the central issue price of wheat and 

1 

rice. 

yi th population increasing from 367 million in 1951 to 846 milion in ! 

1991 i . 8 . making it approximate! y S.33 times larger, it is apparent 

that there has been some marginal improvement in the per cap>ita 

issuance of cereals under the PDS banner,. The increase in per capita 

real income from Rs. 1350 per annum (at 1980-81 prices) to Rs. S276 

during 'i998—93 may also foe treated as a positive blow in the direction 

of better access to food if one can either ignore worsened income asset 

2 

distribution or assume it to be neutral. An overview of the longterm 
changes witnessed in food availability and prices may be supplemented 
by a reference to the number of people who (despite national level food ; 
security guaranteed by large and growing buffer and operational stocks) 
have not been able to obtain, at their microlevel, food security. 
Inadequate growth in off-farm work opportunities, large spurts in the 
largely unaffordable price level, distribution disruptions and 
bottlenecks, recurrence of drought and the resulting decline or 
slowdown in the growth of farm output in those years, convert the 
generally obtaining food insecurity for these indigent sections of 
society suffering from continued malnutrition, into an encounter with 
starvation. 


The basic point is that neither the overall economic change nor the 
changes in the food sector have diminished the force of the factors 
which necessitate the PDS. Persistence of inflation, fluctuations in 
food availability and prices, perverse distribution of purchasing 
power, regional imbalances in the production and requirements of food, 
1. Kabra, K.N., ’Revamping the PDS' Financial Expenses, April 20, 1995, 



2. Ibid 
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inter-crop imbalances, procurement of cereals by way of implementatian 
of price support policy leading to the building up of buffer and 
operational stocks, widespread prevalence of mainut rit ion, 
distributional bottlenecks and disruptions, particularly in the remote, 
hilly and deficit areas use of emergency imports to meet domestic 
shortfalls etc. continue to underline the need for an enlarged and 
strengthened PDS. 

Increasing cost of production annual increases in support prices and 
the PDS issue prices are making the PDS prices equal to the open market 
prices. this is making both the sets of pric«»s unaffordable and are 
pricing out the poor from the market for cereals. Let it be stressed 
that with nearly equal prices under PDS and in the open access market 
the logic meaning and effectiveness of PDS is totally lost. The essence 
of the PDS consists in assured daily or weekly supply at prices which 
are reasonably lower than the market prices! prices which do not cross 
the affordability frontier for the really poor masses and which can be 
bought conveniently in keeping with the uncertain irregular and low 
incomes and in the far flung and inaccessible areas the same way as in 
the metropolitan, centrally located and surplus producing regions. 

It is a method of translating our national food security into micro 
family and personal level food security through a network of Fair Price 
Shops (F.P.S.) which now number more than 4 lakh. In this sense it is 
an availability price and anti poverty , inf lation insulating public 
programme as an adjunct of our development agricultural food price and 
poverty alleviation policies. In the context of the current structural 
adjustment policies, this is the most effective means for ensuring a 
human face to this otherwise harsh programme. 

Even a cursory examination of the Indian scene would indicate that with 
respect to wheat, rice, coarse grains pulses, edible oils, sugar, tea, 
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etc. i.e. essential non-perishable consumption goods, especially of 
agr i t-u 1 tu ral origin (especially given our macroeconomi c environment and 
mu 1 1 i I ace ted socio-economic inequities, heightened by the recent policy 
shifts), there is no escape from having a strong public distribution 
system as a supplement to the usual market mechanism. 

Our present PDS, though useful, particularly in Tamil Nadu and Andhra 
Pradesh, thanks to a good price spread between the PDS and open market 
prices and in Kerala and West Bengal's urban/metropolitan areas owing 
to organisat ional effectiveness, by and large in the rest of the 

country has to be treated as a token symbolic relief and inflation 

insulation system. This is because s 

(1) The PDS prices have been increased defying the logic of the PDS 
under the fiscal pressure of containing subsidies. The fiscal 
argument may be self defeating to the extent that high PDS prices 
induce reduced offtake, enhance involuntary stock build-up, push 
carrying cost and increase the economic cost or the deficit of 
the FCI. This kind of a deficit induces lack of accountability 

and comes handy as a cover for wasteful spending inefficiency 

sloth and mal practi ces - 

(E) Excessive entitlement under the PDS in comparison to (i> the 
quantities released under the PDS (ii) the genuine need for the 
PDS supplies, as revealed fay the redistributive logic: of the 
inflationary processes and the actual offtake behaviour of 
different socio-economic group in different regions. 

(3) Administs rative organisational infirmities, dysf uncti onal i t ies 
and failures. These include the difficulties in obtaining ration 
card, its massive misuse by the underserving and the black 
marketiers, inconvenient and exclusionary issue period, 
transportation bottlenecks and irregular supplies add-ons by the 
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state authorities, poor quality at times unfit for human 
consumption, location and functioning of FPS and the choice of 
the agents to run it. 

, involuntary SKclusion by the logic of the market <the PDS is a 
et-based, market correcting intervention contrary to the objectives 
of the PDS) and the needs of the people has emerged in our country. The 
present policy seems to be basically a by product of the primary 
concern for the producer, which is incidentally sought to be used for 
presenting a people-friendly face. Even countries like South Korea 
steadf cist ly-adopted policies of keeping the essential wage-good 

available regularly and at subsidised prices. In Japan, the wartime 
food controls have survived into the 1990. 



Strengthening, revamping and targetting the PDS are essential. But this 

is not the only option. However, in so far as certain regulation over 

prices, distribution, stocking and regional allocation of the essential 
wage goods retain centrality in any such eKercise, the nomenclature of 
the alternative or supplementary measures should logically remain PDS. 
Its main elements may well be s 

(1) Linking up with the assured right to livelihood and participation 
in the economy. While it would create a widened market, doing away 
with the embar rassment of the coeKistence of silent and widespread 
hunger with over flowing granaries, is contribution to supply 
augmentation should be by no means inconsiderable. 

(2) Payment of part of wages in kind, along with land revenue 

collection in kind (payment valued at market price, which could 

help increase procurement) on the full employment guarantee 
programmes. 





C3) Making 60 to 70 per cent requirements of the farm workers, 
artisans, casual urban workers, etc. available throughout the PDS, 
ensuring FPS level regular and full supply. 


{I-? ins hOo prices must remain lower than the open access market 
price, ensuring a real income transfer week after week. It is an 
effective negative income tax in kind for the poor which 
unrealistic schemes like food stamps cannot ensure with so many 
externalities and with such proven effectiveness. 

(3) A people-friendly administrative organisational design, where the 
needs of the users, the really deserving ones, dictate the design 
of the PDS. 

For social equity macro economic sensibility, nutrition for all special 
dispensation for children and women, regional balance, regulated trade, 
sound wage policy, the revamped and targeted PDS as suggested above, 
would make its unique contribution in many different directions. It 
presupposes a new social responsiveness in our state structure and 
processes beyond the concerns for 'image* and human face. 

FOOD GRAIN BUFFER STOCK s The foodgrain buffer stock situation in India 
is turning out to foe an embarrassment. The reserves are at an all time 
high of more than ,30 million tonnes- But we do not know what to do with 
it. We cannot export in a big v/ay because pricewise and/or quality wise 
we are not competitive. We are not selling in the domestic market 
(other thain soma token amount) for fear of domestic prices crashing and 
adversely affecting the interest of certain sensitive groups. We are 
not releasing significantly for the poor because of the likely effect 
it will have on the food subsidy and thus, on fiscal deficit. Neverthe 
less we are paying heavily by way of storage costs for facilities owned 
by FCI, as well as the rented ones, as if these are inconsequential to 
the size of the food subsidy. And, all this is happening when the 
country's poor is estimated to be on the rise and investment in 
agriculture is dwindling. In short, we are just frittering away 
resources at the cost of both growth and social justice. 
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Ihis need not be so. A little reflection will show that with a certain 
amount- ol foresight and a set of policies in a liberalised environment, 
we should be able to come out much better on the food front without 
compromising any of the major objectives of food policy. 

! he objectives of the food policy are three-folds™ 

(1) to ensure that producers get reasonable prices and continue to 
iiave adequate incentives for increasing production. 

(£.) to ensure that consumer prices are stabilised and, in particular, 
the interests of low income consumers are safeguarded; and 

to build adequate buffer stocks of foodgrains with a view to 
ensuring both the objectives mentioned above. 

All the objectives are laudable and need to be pursued. It is the means 
to achieve the objectives which need to undergo a change. The main 
problem is with the manner the second objective is being achieved. It 
AS defeating both the first and third objectives without achieving 
anything on its own. Briefly, to achieve the second objective, the 
government procures a part of the marketable surplus from the 
fc^rmers/traders/mi 1 lers at procurement price which is usually higher 
than the minimum support price (announced to meet the first objective) 
but lower than the wholesale market price. It then, distributes the 
grain through the network of public distribution system at issue price 
which is below the open market retail price. The government tries to 
maintain the issue price within a reasonable range even in the face of 
rising costs, including transport and storage. This builds up the 
subsidy. 

The problems with the above are the followings 

(1) the farmers lobby, since procurement prices are usually lower than 
market prices, puts continuous pressure on the government to 
revise the procurement price upwards which the government does. 



thus adding to the food subsidy. In reality there may not be a 
case for it. For example, the latest Economic Survey shows that 
the terms of trade have favoured agriculture throughout the ’80s 
and mid ’90s. 


for all practical piurposes, procurement price has become the 
minimum support price, thus, defeating the main objective o" 
minimum support price and adding to government costs. In th 

process the government has lost control of how much to procure 
which has, sometimes resulted in uneconomical stock build upf an 

government intervention in the market has failed to meet th 
primary objective of protecting the interest of the low incom 
consumers because the PDS lacks focus and direction? and th 
unprecedented build up of the stocks is mainly due to PDS pric 
being unaffordable to the poor. 


What can be done; to make the policy more effective? My suggestions ar 
as follows “ Continue with the minimum support price, to be arrived a 
after taking into cons ide rat ion the cost of production and norma 
profits, to ensure that producers have the necessary incentive t 

produce. But have no other government intervention in the grain market 

The political fall out of such a step will be minimal because th 

farmers have been, in effect asking for it? secondly, it will b 

increasingly clear that in a liberalised atmosphere, certain groups o 
farmers, with t.he required resources, will switch to more lucrativ 
non-food-grains and agri-business and the goal of foodgrain sel 
sufficiency will, in any case, get eroded. This is already happening 
and, finally, the government will also realise that, given the above 
fact, and a stagnant foodgrain technology, higher procurement prices 
cannot play an effectige role in bringing about the desired increase in 
production. There may be better use for government money. 
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Ill order to iiieet the second objectivey 

<a) rnake the subsidised grain distribution more target oriented by 
concsjTitraling on commodities which the poor consume. This will include 
jowar, bajra, maize, rabi etc. and the coarsest variety of wheat and 
rice, Channel it, as much as possible, through development oriented 
programmes like the various rural and urban employment programmes ? <b) 
buy Hie grain in the open market for the above purpose. First, because 
of (a)above, the size of government operations in the grain market will 
s!i r itik . 1!iis will bring down the total cost of subsidy. Secondly the 
open market price in an uncontrolled market is likely to be lower than 
the open market price in a controlled market? hence, even the per unit 
cost of grain purchased may not be much higher than what it is at 
present, and finally, with the resources at its command, the government 
can obtain information from various markets and clinch the best deal, 
thus further bringing down the costs. But, will the consumers who may 
now have to purchase from the open market protest? Unlikely, the PDS 
price presently is getting closer to the open market price. Nobody is 
protesting ! 


To conclude, the last objective. The issue here is whether primary 
'j reliance should be placed on imports or stock management. It has always 

been a widely debated questkion . A1 1 these yuears when India was 
operating in a closed economy, it probably made sense, if not economic, 
at lease political, to go in for massive stock piling of grains. But a 
national grain reserve is expens i ve .Now with the opening of the 
economy, we can explore more cost effective approaches to food security 
through international arrangements. I think we should go in for minimum 
size of buffer stocks, to be built up purely from support operations, 
the remaining short-falls being made lup by imports. 

In summary, the thrust of my argument is that, in a liberalised 

atmosphere, we must get out of the mind set that foodgrain self 




B « am 

sufficiency is the goal of food policy and has to be achieved at any 
cost. Ouf policiess will have to be dictated by needs of global 
competitiveness. We do not enjoy a comparative advantage in foodgrains 
but we do in may other agricultural products. Let us cash in on that. 
We must prolect the interest of the small farmers who cannot cash in 
and of poor consumers. We must step up investment to remove the 
SKisting inefficiencies in the foodgrain production. But we must not 
waste ffioney in the manner we are doing now. 


A FREE FOODGRAIN MARKET s The foodgrain stock in India are at an all 
time high. With but one more good monsoon being predicted, there is 
concern about dealing with stocks have caused an alarm, not simply 
because of the cost of storing, but also because the prices of 
foodgrains have not decreased in spite of the huge stock piles. The 
current situation causes one to cjuestion the efficacy of the 
government's long standing role in the foodgrains industry. 

The government's active involvement has had two objectives s holding 
prices 'within a range politically acceptable and making foodgrains 
available to the economically disadvantaged at affordable, subsidised 
prices- Unfortunately, however, Indisi’s and the previously communist 
CQuntriejs* experiences suggest that governments have not been 
part i cularly successful in influencing foodgranis prices without 
hurting their economies. 


There are important dimensions to the government ' s role in the 
foodgrain industry . First, the government offers to purchase foodgrains 
at preciously announced support prices. Second, import and export of 
foodgrains is managed by the public sector State Trading Corporation 
(STO? alternatively, import/export quotas are set by the government 
for the private sector. Third, the government sells foodgrains at 
subsidised prices through its extensive public distribution system 


(PDS) network. I he first two activities are aimed at stabilising 
toodgrains prices. In spite of the good intent, however, both hurt the 
economy. How can this be? 

Prices in a free market stabilise at a level that equates demand with 
the supply of a good. The government's intervention in the foodgrains 
market is a radical departure from a free market. Since the government 
pr e-announces the support price, a high price elicits greater supply, 
as witnessed currently. In a free market, increased supply would have 
lowered the price, which in turn would have depressed the supply, and 
so on till demand equals supply. But pre"“announced support prices 
eliminate this market mechanism. 

In the absence of support prices, farmers forecast, prices that are 
likely to prevail at the time of harvest. These forecasts guide them in 
deciding the acreage to be planted with a particular crop. But since 
actual prices at the time of harvesting might differ substantially from 


those forecasted, 

farmers 

bear considerable 

pr i ce 

risk. 

The risk 

impairs farmer's 

ability 

to borrow money 

in 

advance 

towards 

f e r t i 1 i s e r s , f a rm 

equ i pment 

, etc. The economy 

as 

a whole 

suffers 


because the risk is not borne by those who can best bear it. 

Support prices have indeed protected farmers from the price risk, so 
the government's objective in offering suport prices is estimable. 
However, this benefit comes at a costs the government unilaterally 
announces the support price, but is does not specify the quantity. So 
lon >3 as the suport price exceeds the cost of production, farmers have 
an incentive to increase the crop's acreage. Also, should the open 
market price be higher than the support price at the time of 
harvesting, farmers will choose to sell their output in the open 
market. Farmers thus enjoy a valuable option at the expense of the rest 


of the economy. 
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.illli MiiPJiyjay .L§. .hMlt. JiaX;aa.l£ jiUE£.ort pr i ces encourage over investment in 
iiii. sjiLtojr, This did not seem to be a problem in the 

past. India experienced severe food shortages. The times have however, 
ciiaiiged, tiiere is a large inventory of f oodgrains . If the support price 
is too high, then excessive invenstment will occur in farm labour, farm 
equipment, f sr't i 1 iser , power, and water. Since most of these are scarce 
, resoufces that could be allocated to more profitable projects, the 

economy suffers. 

The governfl'ient ' s attemp<t to reduce the value of the option fa^rmers have 
to sell their harvest in the open market in periods of high prices has 
also harmed the economy. For example the government has sought to 
contain rising prices by imposing restrictions on inter state foodgrain 
transport. This means the supply of f oodgrains in states like Punjab 
outstrips local demand, which depresses the open market price in that 
state. Farmers are thus forced to sell harvest to the government at the 
support price. This forced generosity, however encourages 'illegal* 
transport of foodgrains across state borders? it creates opportunities 
for corruption because the difference between the open market price and 
the subsidised price widens in most part of the country. It also 
alienates farmers from the federal structure of India, thereby sowing 
the seeds of secession. 

There are batter, less costly solutions that would mitigate the price 
risk facing farmers. A well functioning commiditry futures market can 
reallocate the price risk from farmers to other participants in that 
market. The analog of a support price in a futures market is the 
futures price. The farmer can contract to sell his expected foodgrain 
output at a price that is negotiated at the beginning of a season. The 
farmer i s thus insu lated f rom pr i ce r isk . 
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Neither support prices nor a commodity futures market can elimante 
volatility in the prices of foodgrians. Weather dramatically affects 
outpu?-» Income and population growth and income distribution affect the 
deiTiarui lor foodgrainis. These factors move prices. Price stabilisation 
ihiouyli suppiort prices is a mirage chased by India's politicians and 
regii lat or s ^ 

Ftelskiiiy cill. f ©bt r i ct ions on tho io'iport sinci export of foodgri^ins will 

dramat i cl ly reduce volatility in their prices in India. Fluctuation in 
the world foodgrains outp>ut are far smaller than those experienced 
domestically, as it is unlikly that droughts or floods will affect all 
countries simultaneously. Integrating India into the world market 
therefore will reduce price volatility, although it will not eliminate 
it. 

The government has controlled the import and export of foodgrains 
through STG . However, STC managers have little incentive to monitor the 
demand and supply of foodgrains on a regular basis. The timing of 
imports and exports is more likely to reflect crisis management than 
anticipated shortfalls or excesses. The absence of a profit motive for 
STC and the potential to profit illegally from mismanaging imports and 
exports make it unlikly that the government would ever be able to 
manage exports and imports efficiently. 

One reason politicians and bureaucrats frequently . offer to explain 
thsir unwillingness to permit free imports and exports of foodgrains is 
that traders and speculators would manipulate prices of foodgrains to 
the disadvantage of the common man. This line of reasoning is logically 
flawed and empirically incorrect. First it is naive to assume that tens 
of thousands of traders can collude to manipulate prices. Second, while 
it is possible that traders might influence STC to be slow in 
responding to supply shortfalls, the problem would be solved by 



encouraging competition in import and export of foodgrains. This «ill 
ensure that price volatility is caused by economic forces of worldwide 
darnand and supply, and not STC’s mismanagement or collusion between STC 
and traders. Opportunities for domestic traders and merchants to 
manipulate the open market prices would disappear entirely if the 
import and export of foodgrains is deregulated. 


economic cos 


the well intentioned 


support prices and import and e 


should be s 


unregulated foodgrain market will have all the character! 


coriipatitive niarket * thousands of traders, millions of consumers, entry 
and exit into the market at low costs, and fairly homogeneous products. 
The government has no comparative advantage in managing this market 
either directly through STC and the PDS, or indirectly through 
regulation. Without necessarily abandoning the programme of offering a 
food price subsidy to the economically disadvantaged population, the 


economic interests of India will best be served if the government 


minimises its involvement in foodgrains 


AGRARIAN REFORHS AND LIBERALISATION 


congress gaining an anti-poor and anti-farmer imag 


ncreased allocations for rural development and higher procurement 


led to a variety of conjectures at the political level 


r i ces 


While some have focused on the need to improve the packaging of reform 


t in apposition parties, believe that government 


0 1 h e r s 


handouts in one form or another have now become essential for survival 


in power. In the whole debate agrarian reforms ha 


not found a mention 


Even the left parties interested in attracting foreign capital to the 
states they rule, have not dared to explore the potentially rewarding 
link between agrarian reforms and liberalisation. Much of this 
disinterest in agrarain reforms at the present moment is the result of 






the well entrenched tendency to view these reforms entirely in terms of 
two measures : land to the tenant and land ceilings. 

Neither of these two measures is designed to remove the present 
con'» 1 1 ainls on Indian agriculture. At a time when the scale factor can 
be a significant constraints on production, making land ceilings more 
stringent will not, in it self, help. Granting land to the tenant too 


will not 


improve the scale of production if those losing land are large 


farmers and the beneficiaries small ones; and if the tenants are large 
farmers the objective of equity will not be met. But if we take a 
larger view that goes beyond these instruments and sees agrarian 
reforms as any intervention by the state to transform agriculture in a 
direction that is more productive as well as equitable, there may be no 
better moment than the present to emphasise agrarian reforms. 


The need to develop alternative methods of intervening in agriculture 
develops a sense of urgency from the failure of the main instruirients 
the government currently uses to intervene in this sectors pro cu rement 
prices and doles. Procurement prices have reached levels where they 
encourage for greater production than there is demand. As a result any 
government that procures all that is offered must be prepared to accept 
an increasing food subsidy, as passing on the burden through higher- 
issue prices only furher reduces demand in addition to being 
politically suicidal. And trying to meet the economic aspirations of an 
increasingly conscious rural population in the dryland areas through 
doles is clearly not feasible in a country of India's si:^e. 

Implementing a fundamental reforms that makes the agrarian system more 
productive and equitable will also help a liberalised economy to taxke 
off. A more productive agriculture will, through increased profits, 
enlarge the capital base that the Green Revolution has already created 
in the rural economy. A more equitable spread of the benefits of this 




growth? covering dryland regions and the poor in the irrigated areas 
will also increase the demand for products of both the ruratl and urban 
economies. 

ihe interests of sustained 1 iberal isation, therefore demand that the 
government identify the major constraints on productivity and equity in 
the agrarian econmomy and then intervene in a manner that would re^fi'iove 
these coTss t r a in t's . One of the constraints on increasing p*roductivity is 
the scale of production, this is particularly true of dryland regions 
where water retention technologies have to be implemented over an 
entire watershed. With the government not having the resources to 
invest in these technologies on its own, the alternative will be to 
create ofierational farms that are large enough to cover an entire 
watershed so that the farmers themselves find it worthwhile to invest 
in the new technologies. The magnitude of such investment will also 
depend on the amount of capital that is available for agriculture. 


The constraints on equity tend to be more varied. Regional inequity is 
accentuated by inadequate options in dryland areas, where the crops 
grown are often only inferior cereals. Offering more profitable option 
will have to be linked to increasing the availability of alternative 
sources of food for those currently consuming the coa^rse cereals they 
grow. The potential to improve equity within a region is constrained 
both by the limited ability of farmers to pay higher wages in some 
regions as well as the absence of a framework to ensure that minimum 
wages atre paid in all regions. 


The first step towards creating a system that removes the above 
conditions would be to encourage the pooling of resoures. Ideally all 
resources, including land, could be pooled. This will create large 
farms which can benefit from economies of scale. The polling of capital 
will also make it' possible to invest in items of advanced technology. 








r-rT^A^r,\^ I'i/f '.V 
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such fis har s'ester s » There are also possible areas of investment that 
will, be considered worthwhile only by very large farms. For a farm that 
covers all the carea irrigted by a village tanks for instance, it may 
worthwhile to invest in the maintenance of the tank. To the extent 
that such poooling will improve the prospects of investment in large 
scale dryland technology that covers an entire watershed, such pooling 
will reduce inter regional inequalities. Inequalities within a region 
will, however, depend on how this pooling is brought about. If the 
pooling of land is not to prove iniquitous it must be done in a manner 
that not only does affect current ownership patterns but also 
completely protects the rights of the siriall owner. In other words, 
there must be large operational holding while ownership remians below 
the existing land ceilings. 

Once such large operational farms are created the cause of equity 
within a region would demand than an effective system of minimum wages 
is in force in these farms. Since the productivity in these farmers 

t 

will not be even, the specified rninimun'i wage would need to be linked to 
productivity. Such a linkage would ensure that the wages are related to 
the ability to pay, while at the same time workers are assured of a 
share of increased returns. 


■Such fundamental changes in, the a..graxi.Mj. econfflojaild may appear too 
radical and even idealistic . But, in reality, the agrarian economy has 
shown a willingness to accept large operational farms. Corporate houses 
have experimented successfully with contract farming and there are 
indications that there will be a further growth in such farming. There 
are also exairtples of smaller companies selling small plots of land to 
urban buyers with the undertaking to manage that plot as a part of a 
large farm. Merely encouraging such trends may not, however, be the 
best course to take. Corporate houses are likely to invest in contract 
farming only as long as profits are large enough to cover their very 
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substantial overheads. Once profits drop to more realistic levels they 
would have reason to pull out, leaving the farmers where they were. 
Again, encouraging farmers to sell agricultural land to urban buyers 
will piove iniquitous as it will widen rural urban disparities. A more 
sustained, and equitable, change will thus only be possible if it is 
brought about from within the eKisting agrarian structure rather than 
being created by urban buyers or industry. 

Majox Irajislontja^^ in agriculture is not a small task and wi 11 call 
£l?X .SilillSlJi in 3 Mlffibar of areas . Legislation will need to be 
introduced so that the rights of those who pool land, or any other 
asset, are pirotected. This will involve not only protecting their 
ownership rights but also ensuring they get a fair share of the 
benefit. The agri culgtural extension network will have to be revived to 
a level where it can help set up a few large farms with progressive 
farmers, so that other farmers recognise the profitability of such of 
such enterprises. Any government at the State or Centre that goes in 
for such wide ranging reform will need considerable political will. But 
the economic rewairds of creating a vastly more productive and equitable 
agriculture will be substantial? leading in turn to political regards 
that can at least ma^tch those provided by Garibi Hatao. 

RAISING THE FARM INCOME s Mahatma Gandhi had saids "India lives in her 
villages, not in her cities. When I succeed in ridding villaiges of 
their poverty, I will have won Swaraj". But present day politicians do 
not look at the villages, except at the time of elections. It is their 
neglect, and the expolitative system imposed on agr i cul tu ri st a which 
have made rural India the largest and the p'oorest habitation of 
humanity on earth. 

The per capita income of the average world citizen is about $ 4,400 
while that of agriculturists in India, not more than * 110. Excluding 
the three tiny countries, Mozambique, Tanzania and Ethiopia, whose 




contbined population does add up to even 10 crore, there is no country 
in the world with an average per capita income below $ 150 In quality 
of li-fe too rural India is far behind the world average. Illiteracy £^nd 
infant mortality rates in rural India are 64X, and 85 per thousandj 
against the world averages of 35% and 48 per thousand, r as pe ct i vel y » 
More than half of those who die in rural India get no attention from 
Qualified doctors. 


Considering the percentage of arable land to total land area ( 
51% against world average of 11), abundant availability of water and 
moderate temperatures, India is ideally suited for agricultural 
production. Yet, her productivity per hectare and per agricultural 
worker is amongst the lowest in the world. In spite of the vast 
unrealised potential, the average annual growth rate in agriculture 
during 1980-1993 was just 3%, against 4.4 in Pakistan, 3-8 in Nepal, 
5.3 in China. 

During the four years of the Rao regime, the average annual growth of 
agriculture has slowed down to 1.6 % , which is also reflected in the 
decline in the national income generated in the farm sector. This, 
despite good monsoons. Between 1990-91 and 1993-94, national income 
from agriculture rose from Rs. 58,921 crore to just Rs. 60,934 crore ( 
both at 1980-81 price), an increase of 1.1 % per annum against the 
population growth of no less than 1.9 %. At the same time income of non 

agriculturists rose during the three years at the rate of 4,1% per 

2 

an!iiiiTi« 




The slow growth of agriculture can be blamed on the sharp decline in 

capital formation in the farm sector. In 1980—81, capital formatiovi in 

1. Singh, B.P. Han made Poverty of Rural India, The Economic Times 
dated Sept. 4, 1995. 



2. Ibid, 
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the faiifi i-,et.ior was 1S7. of which 11”/. was in the private sector and 
seven in the public sector. In 1992-93, capital formation in agriculture 
fell to 951 of the total, with 6.9X in the private sector, and E.1 in 
the public, sector. The slow-down in capital investment was mainly due 
to poor profitability and savings in agriculture, whilch in turn, have 
been due to government interventions in the free trade of farm 
products. 1 he interventions have kept the terms of trskde against farmer 
during the last 20 years. For example, in 1993-94, the terms of trade 
between farmers and the rest was 0.S75 and the national income from 
agriculture, Hs. 186,141 crore ( at current prices). 

Justice can be done to farmers only by removing all controls over the 
farm sector or by ensuring adequate prices for the farm piroduce. 
Instead of pursuing these two honest paths of piutting agriculture at 
par with industry, the Rao government has offered lolli-pops to rural 
poor in the form of old age pensions, mid day meals and the like, 
which will have no impact on the poverty situation, since none of them 
will generate any additional income in villages, which alone is the 
solution to poverty. The total annual cost of all the welfare schemes 
announced by the government will, in course of time, add up to Rs. 
4,000 crore, which will be no more than 0.5'/ of the national income. 

The question is can poverty of 40% of the people be removed by 
diverting just 0.5% of the national income to provide them temporary 
relief ? Isn't it shameful that rural children can be aittracted to 
schools only by offering them 100 gms of cereals costing no more than 
50 paise? The poverty can be removed only by educating, training and 
equipping the poor to produce more, and at the same time, ensuring that 
they get fair returns for their labour. 


Our food security system is not designed too help the poor but to 
appease the organised sectors of the urban society. Otherwise, how can 


wsm 
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it be ©Kplainedy that larger quantities of subsidised foodgrains have 
be€jn distributed in Delhi alone which holds the richest population in 
the country, than in a poor state like Bihar. 

The government claims its farm price policy is based on very 
judiciously fiKed minimum support prices (MElPs). How can these prices 
be considered just and equitable, when the MSPs of p<addy have often not 
covered even its cost of production,- when the HSPs of all crops have 
been at a lower level than the cost of living of agricultural labourers 
(the poorest class) and when farmers have to sell twice the amount of 
graiin to buy the same capital goods (tractors and other farm machinery 
) compared to 20 years ago. In any case, there is no transparency in 
the process of fixation of MSPs and no opportunity is given to 
agriculturists to plead their case. Worst, the MSPs are accompanied by 
dozens of control meaisures, which compel farmers to sell their p>roduce 
at or below the MSPs. 







The talk that sums are being spent on farm subsidy is no less 
hypocritical than the facade of the MSPs. The so called subsidy is 
really a subsidy to inefficient suppliers of farm inputs or to the 
corruption ridden irrigation departments. To cits an example, U.F^. had 
spent Rs. 277 crore in 1993”94 on the 28,446 state tubewells for 
irrigating an area of 15.1 lakh hectares. This means, on an average the 
tubewells had irrigated only 53.1 hectares each, costing the U.P. 
government Rs» 1966.9 per hectare of which only Rs. 130.3 was realised 
from farmers, as irrigation charge, and the balance Rs. 1,836 pe f 
hectare was treated as subsidy to the farm sector. Who is gaining from 
such subsidy? Certainly not the farmers, who are irrigating their 
fields with their small tubewells and diesel pumpsets costing no more 
than Rs. 200 per hectare. 

Perhaps, all the sins of our politicians can be excused but for their 
neglect of rural education, the most effective means of promoting 
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social justice^ While physical assets cannot be equally di st ri bated 
intellectual assets can be offered to all. Imparting the right kind of 
education is necessary for providing equality of opportunities, which 
is the essence of Swaraj. 

Acharya Ram Marti has reported! "Almost a half of all children and a 
third of the girls doo not enter schools at all or drop out at an early 
stage. Ifi© reason is not that the children or their parents do not caxre* 
for education. fhe reason is, they soon realise the futility of 
attending schools. According to a UNICEF report, 407. of the rural 
schools in India had no roofs, 377 had no blackboards, and 557. had no 
playgrounds. The reason for all these shortages is that funds allocated 
for education in India do not add up to even 47 of the national income 
whereas in most progressive countries these are between 6 to 10*7 of 
the national income. Out of the meagre allocation, more than two-third 
goes towards promoting higher education. 

Expenditure on development programmes can be increased only i f non 

developmental expenditure is reduced . In this, the government has 

utterly failed. It hais neither been able to cut down its own sise, nor 

the losses of its loss making units. One main reeison for Indiai’s 

poverty is, more and more of the people’s earnings have been sucked out 

of their pockets by the government and spent extravagantly. Worse still 

the total liabilities of the Central government over its total assets 

have jumped from only Rs. 77,518 crore in 1990--91 to Rs. 177,218 crore 

1 

in 1994--95 (BE). 

Rural poverty can be reduced only be raising agricultural income, for 

which there is ample scope. This can be done fay taking three steps: 

Extending the area under cultivation; raising land productivity; and 

allowing agricultural prices to rise upto their global levels. 

1. Singh, B.P. Man made Poverty of Rural India, The Economic Times 
dated Sept. 4, 1995. , 
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The first step will raise production by 287., as the area of culturable 
waste cind fallow lands add up to 28% of the currently cultivated area. 
Pr odu I i V i ty of land can be doubled by enabling the farmers to apply 
farm—inpiuts in culequate measure. Allowing our agricultural prices to 
rise to ‘the globel levels will raise the farmers income at least by 
EO/.j which alone can ensure adequate application of farm™ in puts by our 


farms r s » 


In fine it may be said that on the whole? both the shor t—te rm and long 
term trends indicate that the Indian food policy has been eKperiencing 
full of ups and downs conditioned largely by the seasonal factors. The 
Policy has been one of controls in varying degrees when the situation 
became difficult, followed by perhaps premature optimism leading to 
relaxation of controls when the situation improved a little. The 
frequent changing policies of the past four decades have been the 
result, on the one hand of a tendency to make changes in policy in the 
context of fluctuation in production caused by seasonal factor, on the 
other, of under-est imation of the practical difficulties and hazards of 
actually translating policy into effective action. Various expert 
committees have recommended policies which are unexceptionable and 
conceived in the national interest. If these policies have been found 
not possible for implementation, it is because sufficient account was 
not taken of political compulsions and inadequacies in the fields of 
firocurement and distribution. It has always been difficult for the 
Government of India to persuade all the States to iall in lirse and 
accept the sacrifices that are necessary for the proper implementation 
of the food policy. The experience of the last 40 years has clearly 
demonstrated that a solution of the food problem in the near future 
does not lie in the complete reliance on the market mechanism. A 
substantial degree of Governmental intervention is inevitable and the 

logical outcome of the dischare of Government's responsibility to feed 





the people. Uis the other hand, food controls involving, a 
restrairst on consumption by way of rationing, 
inf ormal , procurement from producers, regulation of the 


forma 1 


rictioii of movement of foodgrains from one State to another ar 


within a State provoke irksomeness, difficult to administer and hav 


■ j rowing 


and avai labi 1 i t 


between one State and another. It i 


this conflict between what i 


gicai and ideal and what can, in practice 


implemented, th« 


the ups and downs of the food policy practised s 









CHAPTER 


EiL g . V. . 0 M C .i OF THE theory of price determination to the 

* 

AGRICULTURAL MARKETS 


third, ch-apter, an historical account of foodq rains p!''C)di.i ct i crt. 


fid policies 


in the Indian economy has been discussed;, 


view to provide a perspective of the food situation in tho >•: ns^nl r y, thf? 
ma^riitude of the food problem and efforts mads by the Gov s nirnant in 
resolving :it.. No attempit was made in that chapter to analyse the causes 
of the wide variations in the. prices of food grains and to assess the 


, els :i. e V e d i f ? m a i n t a i n i n g s t a. b 1 1 i t y t h r o u g h t h e 


DO c i es . 


such an analysiSs appropriate theoretical foundation is essentials In 
this ch-aptec;, ai'i attempt is made to study the relevances of the theory 
of price determination to the Agr i cultural Markets with special 
reference to food grains markets. Erased on these therortical 
f ou.ndat i ons j empirical analyses are carried out and presented in the 


».*• t f h r, f. t 


ha pier « 


1 . THE SETTING OF AGRICULTURAL PRICES s The problem of analysing and 


1 h** r, 1 •! ft 


nq tfne behaviour of agri cu. 1 tu ral prices arose out of the 


ientation of .agr i cu 1 tu ral production and consumption 


, owaras 


m.arket inq and exchange inside as well as outside an economy 


orientation, while providing agriculture with the benefits of 
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mainly in the content of maniif actor 
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a general -Feeling of dif *f idence has char 
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rating agricultural pr i ce-phenomeiia directly int 


to ths .folds 


1 0 D r 1 c: 


t h e 0 r V « 


T h 8 r e i s , 0 f c o u r s e , a n 


i rn p 0 r t.an t and c o n s i d r a fa 1 


arge^ secli on 


agri culture which is carried on the level of subs istence-farming , 
* ( yith Special Reference to Foodgrains Markets..) 
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TaW« Production and of A 9 r i cu 1 tu re j. (New Yor!': 

1949) , p. 83. 


1. Schult 
Ma cm i 1 1 an , 


espscially in under developed countries like India. The activities of 
this s e .t iji 1 being outside the influence of money and the pr i ce-syst 
great.!. y reduce the role of price-analysis in agriculture,, Thasa^ 
howsves- constitute a problerri applicable to econmic theory in gener-al 
in so 4‘.ar as they .arise out of the sociological disparities between 
agri culture -and industry. Moreover, the trend all over the world is 
tow-ards greater monetisation of agriculture, and the very fact of a. 
growing -aej r lu c: 1 tu r al price problem sp>eaks of a con comi t.ant radu. ction of 
t h e n o n rn 0 n e t i s e d s e c t a r . 


f 0 r 

s e 1 f "•*' c: 0 !i t a i ri e d 

f -a r m s , t h e r e h a v e 

been tw 

0 

0 1 h e r 

D n 3 

whi c:h appear 

to hcive crowded t 

he s eerie 

of 

t he 


fundamental t-ask of bridging the yawning gulf between price analysis 

for industry is -a ’way of life', and consequently the economic 

decisions of the farmer -are not guided by the price incentive. The 

farmer may count mors upon an adequ-ate income for his life and remain 

insensitive to price rnovemients. EJecondy, as emphat i cal 1 y pointed out by 
1 

Prof. Schultz, farmi price disussions h.ave been tied down-mastly because 

of pressure from the public during the great depression to a series of 

# 

p.art i cuLar sho rt-run farm problems, tre-ating them as if they deserved, 
to be isolated, from general price analysis. 

The .above are practical considerations, and they do largely qualify the 
i m p Q r t a n c s o f t h e o r s t i c a 1 r e s u 1 1 s f 0 r a g 1 ' i c u 1 1- u r --.x J. p o 1 1 1 . y « t h o 

thaorstical model for industrial prices is b-ased on the fiypothesis of 

profit maximisation. Price of a commodity is determined by the 

i n t e r a c t i 0 n o f t h 0 forces of s u f* p y f and d e ( 1 1 a n d f u t' t n e t. cn t ( 1 u u d i t y « 
Factors of production are assumed to be employed upto the point where 
their marginal costs lequals their marginal revenue product. Provided 

the price-mechanism is not handiccipped by other maladjustments, its 
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U..U1 bring about an optiinum allocation of reso 
aiui the fiiost sat i sf ac 1 0 r y allocation of goods 


! he ici, >... t tisiil d.gfi culture is a 'way of life,' along with the ec cinoinic: 

conditicns causing short-run problems peculiar to agr i cul tu re , may 

“'■•igef J, y >..] i.i a. i -f y' the application of the profit-price fciod c? 1 to 

agriculture, from the stand-point of agr i cu 1 tu ral policy. It need not, 

h o w e V iv.' f iud. e a.gri culture from the piurview of the cjsnsr";! pr ics"" 

t h e 0 r y , i i. n I e s s ■ i t d a f i n i t s 1 y i rn p 1 i a s a s s p a r a t e p r- i c s t h e o r y for- 

agriculture. Industry itself is full of particular erases which are not 

quite susceptible to the general rules of the pr i ce-theo r y „ It appear 13 , 

therefore, wise to assume, as Gibs points out, "that agricultural 

S 

economics is not a special kind of economics". According to him, 
"ord. inary analysis appears nevertheless, to have some Sippl i cat ion , 
b?; cause farmers have some choice of o c cu pat :i. on without abandoning 
their way of life. There is not a little evidence to show that of the 
out puts which are technically possible, the farmer will produce a 
collection very like that which would yield the greatest profit, 
althoiigh, infact, he may never ope rar to at the point of equ i 1 i briui-n" . 


Again, the predom in-ace of n-aturatl and soci-al conditions making -For 
u.n!j.sual iTistab i 1 ity in the short-run may render -agri cultural prices 
■intn hinl-lv correlated phenomena shifted for methods of statistical 

" •' 4 

an-alysis alorig with or independently of qualitative a-nalysis» E’vsri 
here, the v-alid, ity of the results of st-at i st i cal arsa lysis is to be 
tested bv their "conformity with economic theory,." 


2.. Gibs. E-. D„ "Agriculture and the Price Mechanism" in Or ford Studios 
i t h a P r i c a M e c. h ari i 3 m , Ed . , T , Wilson a n d An d. r e m,« s , ( 0 k f o r d , C 1, a r e n d o n , 

1951).. pp„ 173--74, 

3, I bid., p. 174, 

4, Working, H, "Research in Prices of Farm Products," pp, 54-"55. 

5, Shepherd. CS„, Agricultural Price Analysis, (Iowa, Iowa Univers:i.ti 

Press, 1941 ) . : ■ : 


t.o D& ae^erminecl by equilibrium 


of f 0 r t e 5 0 f u p p 1 y 
Ihe -3 jjfc t i. al object of agricultural prices analysis would be 
e price-'-phenomena which admit strictly ag ri cu, Itural 
5 out of a large picture of economic c i r cumstan ces . This is 
'r:- p.',' i a. 1 1 y froffi the stand point of ag r i cu 1 tu l■'■•^.l price pu.!], icy» 
e dealing with short-’ts rm or 1 ong—te rm variations in 
.1. prices? the spiecific object analysis is to cull out and 
e c i 1 i c m o v s rn s n t s i n a g r i c u 1 1 u r a 1 p r i c e s ■, b y c o m pa r i. n g 

.1. price indices with parallel series of non .agricultural 

the prices p-aid by farmers or the genera 1 price levels Such 
ionale behind the calculation of the we 1 ’-■•■known "parti y for 
in relation to indu-st ry and the non-agr 1 cu 1 tu. ral sector^ 
f course no absolute validity attached to such compar is on s « 
d. entirely upon the validity of the bass period for 
equilibrium between agr i cu. 1 tu re and other parts of the 
ey m-ay, however? be u-seful in guidinbg formulation of •short-- 
t u r a 1 p r ice ■- p o 1 icy. 

o-f supply .and demand even when considered with reference to 
rice va.ria.tian5 due to devalofument’S and conditions on the 
uch, do not fall into two homogenous groups. On the demand 
u-s -I'actor-B ■such as the quantity of a commodity sold, relative 
ion? the quality of the commodity? the -spend.abltt income erf 
r? the u-sa-s to which the commodity ca-n be put? the price-s of 
goods? etc.? are relevant. The -supply side comprises of 
ch a-s the quantity produced or marketed? the quality cf tha 
t h e e s t a fa 1 i -s h e d level o f o u t pu t ? t h e c I'l -a r a c t e r a n d p r i c; e s o f 
ces, the type of organization, the length ot time required 
T,.,t ......f ot r _ ThP usual non-maithemati cal method o-f 
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displaying thase two sets of forces is to present them as schsdules of 
bas i c pr;;.>:;:e quantity relationships wherein the effects of fcrces other 
than quanli I, y may be regarded as modifications of the shape or the 
position of the dernaind and supply curves based on these s ch€?dul ss 


tai-'idy o price determination will be further simplified; if 

reccciviise significant dimensions with respict to which influences of 
changi ng supply and demand are brought to bear upon a.gri cultural pices,, 
Lzekiel suggests that agricultural price variations may be viewed with 
respect to three dimensions ! differences in space, in the marketing 

process, -and in time« The time element in pr i ce--va. r iat i ons is reflected, 

by price relations which are constantly being set up in new 
transactions. The transactions, a.s such occur at different levels and 
in different forms of the rriarketing process, and at varied points 
geograph i cal ly. The price-change in any market cannot be completely 


SK plained until changes with respect to each dimension are seperately 

7 


studied and correlated with each other,, 


Ac CO rd. ing 1 y , agricultural prices can be studied, imainly under three 
h e -a d -s o f a fi a. 1 y s i s ' 


(a) Movements of prices as related to the time series of relevant 
a c 0 n 0 m i c m-a g n i t u d e s . 

(b) Price differential arising out of the structure and o pe r.3.t i on of 

( c ) R s g ;i. o r- a 1 p r i c e d i f f e r n c e s . 


VARIATION OVER TIME : Agricultural pr i ce-var iat i ons reflected ir^ 

time-series again fall into fairly distinct group of short term and 

long term variations. The distinction between the short-run and the 

ng run is not permanent and static. Such distinctions v-aries from 


'7r"~Ezek7er”"'Ml Affecting Prices"- in Research in Agri cultura.l 

Pr i ces , Ed 









industry to industry and activity to activity. Agr i cu 1 tu. ra , 
profionlr distinctly short-term variations traceable to tin 

]. X III :L t a t i x) n i-j o t i t |:;i r o d ii t: t i q n « 


SHORTiTERII VARIATIONS! A distinguishing feature of the price phoroiiu-ncr 

in agriculture is its comparative instability in the short run. This 

feature has claimed most of the attention of the farming community a.vn:J 
the puhlio especially since the IRSO’s because its specific effect on 
agriculture was to render the income of the farmer highly unstable,, The 
effect of pri ce-changes in ag r i cu, 1 ture , unlike in industry, is 
concenlralsd on the income of the farmers rather than on the pr odiic ti on 
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exclusively in terms of demand or in terms of the obtusens^ss of 

■mar with regard to supply. There is the popular notion that a 

i aqr i cu 1 tu. ral prices is always due to a. su. rplus in production. 

8 

it ion ignores demand altogether. Prof. Thomson points out that 
sular concept of 'surplus' which is loasaly associated with 

p !'■ X c e 5 i ri a g r i c u. 1 1 u r a b a g s t h e q u. e s t i o n b y p r e s u p p o s i n g s 

' 1 e V a 1 0 f p I" 0 d u. c t i o n 3. s r s 1 a t e d t o a p r e c o n c e i v e d ' n o r iri a 1 

The price-movements at any time are the result of supply and 


in this light, a’. p pears to be the out coma 


i ecu, liar technical and psychological factors which work hand in hand 


factors determining supply and demand in 


DEMAND ; Though demand is not the major contr ibutory cause in 
connection, for farm products combined together it is so ine 
S. Thomson F.L. Agricultural Prices, <New York, McGrow-Hill, 195E 


i ne last i c; 
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especially in the high--pri c:e brackets, that a small change in denTiand 
brings a proportionately larger change in price and income. In terms csf 
single possibilities of substitution in consumption as well as 
manu-f ac tii r in g » f-or -farms products in the aggregate demand is highly 
ivse las I i c .a-"; they predominant 1 y comprise of food produ. ct-s , the desire 


for which i-s limited by the "fundamental inelasticity of the^ human 

10 

stornach." W.W. Co ch ranee in an inters -sting attempt to work out the 
ela- 5 t:lcity of demand at the retail for food in the U.S.A. sstimatas iT^ 
at (.',.4 E-.L 1 a -s t i 1 1 y cjf demand at the farm will be still lower, because o-F 
the midd i e--ma-n " -s rriargin-s which in practice, rem-ain-s raithar -stable 
through periods of high and low prices, though changing from periods of 
pro-s parity to pariod-s of depre-s-sion thus, the greater the width of the 
margin, the le-sser the elasticity of demand at the farmj and as demand 


s t. :i. i t y 

C5 f d e 

mand 

e-man s 

marg 

in-iH 

riods oi 

F high 

and 

’!i 0 p 0 r : 

i. od -s 0 

f d s p 

0 1 B S S B 1 

t h e 

e last 

anil pr i ^ 

:e cha 

n g s s 


SUPPLY 
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! The more domin-ant factor-s belong to condition of supply, which 

i r e m a r k a b 1 y f i k e d i n r e 1 a t i o n t o p r i c e c h a n g e s ti e c au. s e □ f 

factors making for high inelasticity of -supply, as al-so 
: a 1 a. n d p -^i- y c h o 1 o g i c a 1 c o n d i t i o o f a g r i c li 1 1 u r a 1 f i r o d u c t i on. 



An important con-si da rat ion is the high proportion of flKod cast 

compared with the prime costs of production. Becau-se farming has to 

maintain fertility of land and further because farm labour is u-sually 

•se 1 -r-- empl eyed , many of it-s operation costs are also maintenace costs., 

Fvi^'n th!= rrr-"t nf hired labour is in many ca-sss infleKible, as it cannot 

1 1 

be varied marginal 1 y unle-s-s casual labour is c.::!nv=en i ent 1 y available. A-s 
a re -suit the range within M;hich the farmer can profitably e-Pfset 
cha-nge-:;;. in hi-s out-put is very narrow. Coupled with this, the highly 
competitive -structure of agriculture prevents the farmer from 

10. Cochranes W.W. "Farm Price Gyrations"- An Aggregative l-lypot hcas i s , 
(JEE, ) May 1947. 

11. Gibs B.D., Agriculture and the Price Mechanism, op. cit., p 177. 
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nomic -factors are closely associated with p-sycho? Dg:i cal and 
■idactors which further aggra.vate the ine 1 a-';;t :i. c -character of 
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■3a.a-sori.al natiM'-s of ag r i cultu ral production implis-s that pr/'sc 
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not normallv a flow. And if the re-sponse of -supply is nol 
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Thom-sen F".!.....? Agricultural Prices, op. cit., 80.. 
Shepherd G.S. , Agricultural Price Analysis , op, cit 


12. Shepherd G.S 

1 3 1 h i d „ , p . 26 

1 4 „ T h 0 m -5 e r s F" . L . 
15. Sheoherd G.E 



adju3f.aa it) me change in price, a permanent situation of recurring 
ma j 'j I’.rie'n 1- r.5 iiiay occur, as in the exampile of ' p'rodu. ct, i an and pfrlce 
cycles' found, in the markets for hog and beef in the U.S.,A. 

There are technical factors also arising from the .biological ch-ara. cter 
of agr i ci.f. It. u.ra I production. Added to them, is the psy chol og i cal 
insensitivity of farm resources to change in prices and ccust-sj 
especially labour which is attached to family farms., The comb in ad 

resu.lt s 1 i" 1. !“)e prev.alsnce of a. highly inelsistic supply of farm products 
forcing the prices and incorries to bear the brunt of changes in dsmand . 

TYPES OF SHORT-TERM VARIATIONS ! In view of the gen>=r.al features of 

s h o r t -• t e r ni v a !'■ i a t i o n s i n a g r i c; u 1 1 !i r a. 1 p r i c e s , t h e f c 1 1 o w i n g t y p e s h a v e 

■ 1 7 ' 

been distinguished with reference to the respective sources of change 
in each type " 

(a) Irregular annual variations due to changes in acreage and 
y i s 1 d 0 f i n d i v i. d u. a 1 |;:i r o d u. c t s „ 

(b? Seasonal cycles due to the seasonality of crop and livestock: 
production. 

(c) F‘r od'-j. ct :i. on and price cycles self-energising in nature, caused by 
the production character ist i cs of some commcfd i t i es , and 

(d) General cyclical movements associated with the periodic business 
cycles affecting the economy as a whole. 

Over and above these, there are secular or long-term movements 
associated with changes in the relative supply and dsmand. positions of 
a g r i c u 1 1 u r e i si t h s c o n t e k t of e c o n o m i c. f.' !■ o g s e •= s . 

annual variations s Interest in the study of irregular ar.nu.al 
vari-ations in agriculture has grown up with the need for aiding farmers 
with forecast of prices, and with control schemes and admini st,s red 


p r i c e s 


Lcic. ion may be causally re 1 at ad to r. hancjos in ‘tfie stat£' 

1 d emend for individual products^ coupled witl- 
^f supply and deinand^ Usually it is the result of 
ss in acreage, weather, diseases, damages etc., The 
5 of the resulting pr i cs-chavige , depends upon the 
isticities and the magnitude of changes of suppily ’i.nc 
e of measurement is beset with the basic difficulty of 
able en'ipirical supply auid d emend curves.. 


SUPPLY s The d i f f i c u 1 1 y a p p 1 i e s s p e c i a 1 1 y t o t h s 

::iply curves for individual farm products. In the firs1 

impossible to draw the ideal Marshallian Supply Cur vs 

i.na.1 cost curves of individual producers, as the numbe! 

/ery laigo, ouid in so far as the expansion of one typ« 

!. V e s t h e c o n t r a. c. t i o n o f o t h e r t y p e s o f o u. t pu t s , i 

•IS 

a c c 0 u ri t s w o u 1 d b s r a q u. i r e d f o !'■ e a c h g r o up „ 1" ! "i s u u. a ! 

1 t o c; o r r a 1 a t s p r i c; a s w i t h s u b s e q u a n t s u p p 1 i c s t !"i r o u. g i 
■lods,. lEve'n this methcjd is beset with comipli cati ons 


pa r i bu s ’ cl au s e i m p 1 y i n g t h a t a 1 1 o t h e r t h i fi g < 


c h ma k e p o s s i b 1 e t h e d s r i v a t i o n o f s t a t i s t i c a 1 s u p p 1 , 
stly associated with similar changes ir- the prices o 
commodities. The crude market prices used in d'cawin 
List be, therefore, adjusted for their correlation wit 
and also casually identified with the specific oiitpu 
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b 8 e n f 0 u n din practice t h a t a t s o m e p o i n t o s ii p. p 1 y rna 
n a perverse manner changing inversisly with the price 
not apply to farm output in the aggregate, individua 
"Elasticity of; Supply of Farm Products", JEE (19S4) . 



y curves may have a slight negative slope at some level of 


(?rd. cites the exauTiple of crop average and livestock pop! 
increased for many products with the fall of prices afti 
world-war and the 1929 depression. Furthor-j in count rie 
}• wiser 8 rJ. good portion of the farn’i output is covisurned 
r-s thsonvsslves, rising prices may not lead to increased sup 
a r k: b t „ 


the ess atterfipts to derive ordi n-ary supply curves by p 

E’.O 

Dr. Hurray, Miss Conhen, Mr. Cornea and Dr. L.H.Bean shoi 
y curves for p-articu. lar products slope UjSiw-a rd to the right 
1 manner, -and are more elastic in the middle than at the eri' 

> in vo st i g-at ions conducted in the U.S.A., by pioneers like 

en, O.V. Wells -and L.H. Bean h-;ave further shos?,<n tha 

i cities of supply for most farm products were less th-an uni 
21 

very low. 


ICITY OF DEMAND 5 . The derivation of -a s ho rt-pe r i od 
is less difficult th-an the suply cu, rve;, bec-ause here 
ris p-ar i buir, " clause has -a wider scope for -sip pi i 

uati ons in supply make th-at possible, -and the deriv.ation o 
d. curves -are r-andom f luctu-ations resulting mostly from w 
tierns or conditions which sire at any r-ate, independent of 


aqnitude of demand elasticity is -also found to be low for m 
'srrn prcsducts .The famous study by H. Schultz for ten commod i 
showed th-at demand was . ine l-ast i c for all the comm 
3 h e p h e r d Ci » S . , A g r i c u 1 1 u r a 1 P r i c e A n a 1 y s i s , o p . c rt . , p „ 9 6 
Bean L.H.., The Farmer's Response to Price, -iFE 1929. 

“ “ Agricultural Prices, op., cit. , pp..90 1 
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Shepherd, G.S., 



with the eKcsption csf buck wheat and rye. Besides, thp elasticity 

rf. p jj t-.' ! i-’j hi:; 1. uwcsL for agricultural data which represer?t a period just 

p;l 

a little longer than the storage life of a foodT For shortar periodir., 

'i * 

tho:-: elasticity roay be higher because of short-term storage op>;? rat ions 

by dealers.. For longer periods, elasticity may be again high be catu:;; e of 
the case of distribution aiTiong consumers who may change their taslas,, 


CHANGES IN SUPPLY AND DEMAND ; Changes in supply and demand, as 
distinct from elasticities of supply and demand, cause wholesale shifts 
in the positions of supply and demand curves. E.J,. Horkirig has 
suggested classification of these shifts into four sets. 


3, ) 

Demand 

c: 0 n s t a n t , s u p |::i 1 y t h a n g i n g . 




b) 

Supply 

const-ant, demand changing 




c ) 

C Q r r e 1 . 

ated shifts in demand -and supply. 




d ) 

Un CO r r 

elated shifts. 




With 

e i t h e r 

dem-and or ?supply conc-itant , 

the 

pr i c:e 

■“ qu. an t i t y d a t a 

a btain iiig in 

t h e m-a r k e t w o u 1 d s a s i 1 y i n d i c a t e 

t h e 

c: 0 r r e 

spending su pply 


or demand curves, where, however, there is correlation between changes 
in demand, and supply, the prica-quant ity series ..are merely the outcome 
of the interaction of a series of supply curve??;, with -b. series of 
CO r r e Lated demand curves. The correlation m-ay be positive or neg-ative. 
Shepherd cites the case of many ag r i cu 1 tu r-al products for which th6?re 


s ;< i "I t d a high rsegatiys correlation bet wen demand and supply riuririg the 
ten v,::...ar bstsween 1929 and 1938 . In such cases, it may bs often more 
useful to knoM,' wh-at the pr i ce-qu-ant i ty re la.t i onsh i p is, t h-an to kn c;v.' 

...'.t the el..astic:ity of demand or supply is, as there is ru: irid epC'Siidont 
dens.an.i and s.upply curves to be ansi lysed. 


S h e j::< h e r d , G « S . , op. c i t . , p p . 66-7 . 


24. Working, "What do Statistical Demand Curve??; show," Quarterly 

Journ-al of Ecanomics, Feb. 1927. 


op. cit. , p. 1Q7 


25. Shephedrd, G.S 





in supply and demand c 
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SEASONAL CYCLES 


annual 


about ec 


annual 


Rpsearch Council, Research in Price 

(New York, SSRC, 1933) p. 59. 


D c ial Science 
J.D. Black), 






Shsphsrd suggests the following simple method to find out the indsK of 
average seasonal variaitions and also the inde?-; of i r regu la r f fo- each 
mcr.t!- .. ?-1nrith ly data over a fairly long period may be assembled, avid the: 
average price for each month may be computed to eliminate most of the 

T". 3"' 1*5 't" /.ti r’i a 1 y i-” i ‘a 'I* 'i ft t\ c __ f « 4 t.- ».« a » 1 ..i 4 . . 4 z .4 ... ... I.,., 
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that, 


e 11 8 f’ g 1 1 n g i ii p r o d u c t 1 1 e ri o g s i, b e e f - c a. t % .1. e ? s ri e C’:* f) ? a p p I e s -a ii d 

potatoes. The recurring nature of these cycles is due to the fact that, 
whereas price is determined by .current supply and darn and, supply is 
al'^^ays dat En-"iTiined by the previous season^s price.. Hence, '• a 
rri a 1 a d j u s> t iTi e ii t b e t w e e ii s ii p |:> 1 y a ii d d e m a n d o n c: a b e g u ri m a y p> e r' p e t u. a t e 
i. t s a 1 f w i t h o u t a n v t e n d e n c y t o r e t u r n t o t h e o r i g i n a 1 e q ii i I :i b r i ii rn « 



T !"! ? *: ; & q u >• f r i c: e o -f e v e n t s c: h a- r a c; t e r i s t i c o f t h s s. e c: y r: 1 e s 1, s g i v 

•p Q 

qefia ra 1 i ssd. explanation known as the cob wab thearem,. Given the 

1 a g b a t w a a n t h e p r i c a s t i mu 1 u. s a n d t h e r e s p o n s e a f s u. p p ], y , p r i c e 
tha produ. ction may fluctuate ai round the equilibrium, the natur 
f luctuations depending upon the ratio between the rd -v? t i c i t i c 
dema/nd and supply.. The length of these cycles da pends upon the 
take-n for the adjustment of output to prices. The --setu-. i 'y.-V r; 
take more than a season for the effect of prices to be reflect.;; 
output. Tlius, the production and prices of beef-cattle in t.hs U.S. 
said to fluctuate in a converging series of four y- 

28. Shepherd, G.. S,. op., cit. p» 30 

29« Ibid;, ppi 32'‘“'36«; ■ .. " 
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he regularity of the cycle may be affected 
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TRADE CYCLES 5 


The seasonal cycles and the product i 


DrQtlur.t 


a r s d i r a c 1 1 y c o n n e c t e d w i t h c e r t a. i n o b v i o u $ 

M-tistics of agriculture. They do not, therefore, 

# 

1 1 1 a o r e t, i c a 1 p r o b 1 e rn . 


On Uia u-...!iei- naiid a much more controversial problem has b€*sn found in 

the thsorstical relationship between agricultural fluctuations and the 

recurring fluctuations in aggregate production, income and employment, 

associated, 'with tr-ade cycles. The d i f f e ren ces of opir'iiori i’n this 

respect m-ey be, as Haberler observes, "Symptomat i c of -a fundamental 

d i s ag r s eri'ien t as to the ch-annels by which the influence of ag r i cu I tur-al 

3 1 

fluctuations is brcsught to bear on other dep-artments uf economic: life?. 


The key to this problem as it 


i 'f iVi r t. c. n rt 1 i r 


p o 1 i c i e 5 i n t h e h i g h i n s t .a b i 1 i t y 


of -ag r i cu 1 tu r-al incorries resulting frori'i it. In countries '.where the 
industr i-al sector is not predominant, the m.agni-tude of this problem m-ay 


lot be 


ge enoi 


i g h t a d e s s r v e s p e c i a 1 a 1 1 s n % i o n e c: e pi ' 


m G != a ■! 


world. wide depression. However, in countries like the U.S.A. with 


indust r i-a.l 


co-aK i sting wi th 


f.airly large 


•aq r i cu 1 tu r al sector, the cyclical problem in .agriculture is bound to be 


ITlS I F'S p :i Ti g 


■F i:) Q 1 i c V a s i t h a li*. b e b n a v a r s i. n c a t !"! e t li i. r" ‘I i. s ■ 


THE BEHAVIOUR OF AGRICULTURAL PRICE DURING IHE CYCLE 

be the eiuact c.asu..al factors behind the trade cycle, :i 
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30. Ibid, p. 41-43. 

31. Haberlsr^G. , Prosperity and Depression, (Geneva, League of Nations, 

194l), p. 154. 


j. H a DU';:tiness cycie operates thro ugh a 

fionet-ary demand and productive artivitv., 


r e c 1 p r u t: 


i culture is generally 


5 0 u n 3, m p r 


the trade cycle is often regard ed as confine 
.5 production is concerned. On the other hand:, 


lations in money demand and industrial 
demand and costs of agri cu. 1 tu ral pfi 


a c 1 1 y :i. I v 


1 , y in ag r i cu. 1 tu ra 1 prices and. incames . Thus thi 
Tts in .agriculture operate more through prices ani 
3 h production -and employment,, Poverty in .ag r i cul tu r 

‘“ 5-0 

srpart of unemployment in manufactures. Considerin 
3f the cycle on -agri cultur-al prices? its actua. 


jmbined result of changes in dam-and 


costs dcie 


.It is likely th-at only a small p.art 


t is e Cl n e i" a 


'ivand would be passed on to -ag r i cu 1 tu re because th 


tural goods is ralativsly st-ab.!. e? and. 


L n (? !■" D is 


i t y o f f o o d •- c o n s u m p t i o n ma y a c t u. a 1 1 y f a 1 1 a t h i g h e 
or rich countries. In relatively poor countries lik 
e Last i city of oKpenditure for food would be very hig 
increase with rising money incomes in industry. Bu 
feet on consumption would be smaller to the ok ten 
1 sector is a smaller portion of the sconomy,, 


hangs in demand for agricultural products? i' 
1 1 u r a 1 p r i c e s w i 1 1 b e f u r t h e r a g g r a v a t e d. 


ilasticity of demand, for 


■aq r x cu 


produ Cl.. 


ange in price may bs dampened if the income 


n Introduction to Agricultural Elconom: 
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INELASTICITY OF SUPPLY : There is, however, no such nmbicjirity 

5 1 1£ 0 h 1 . 1 'ig CO the effect of agr i cu. Itu ral supply on priises during the 

cycle n The inelasticity of agricultural supply is a worldwide 

p h e r’l o rn e n o rs . 1... e a g u e o f Na t i o n s i n v e s t i g a t i o n s i n d i c: a t e t f'l a t t h e 

inssnsitivensss of agri cultural output to price changes is a fairly 

34 

feature of farm production. Measuring the elasticity of supply for food 
from historical price quantity data for the U.S.A. , y.W. Cochrane 


inssns i t i vensss of agricultural output to price change 

34 

feature of farm production. Measuring the elasticity of 


found that the supply schedule was almost vertical in the main periods 

35 

considered by' him during 191 2-" 4 6. Agricultural Supply is scarcely' 
a f f e c t e d b y t h e b u s i n s s s c y c 1 e v i r u s . 

EFFECT ON COSTS s The final change in price would be still higher, if 

changes in costs also enter into the picture. The cost items of 

agri cultu. re are mostly agricultural in origin and are therefor© not 

a,f fleeted by indust iral fluctuations. But industry rriay compete with 

agri cu. Iture to some extent, and herein f luctuat ions in the norr- 

agri cultural sector may affect costs in the agr i cultu ral sector. Prf, 

Schults: distinguishes three ways in which an expansion of production 

and eiTiD 1 o vreent in the non ag r i cu 1 tu ral sector may' inf iu.sriCfi? costs 1 In 

3 A 

a Q r i C U 1 t li !■'■ 9 8 


arise what we call an 


i n c o m e e -F F e c t ' ' o n n a s t s , 

e changes in effective demand may vary the pattern of prodi.: ct i on 
rics.il lure -and hence costs. Secondly, costs may change bec 5 'i-r»e of 
“■ p! ic.es of non-'-agr i cu 1 tu ral products used for 

Itural prodduct ion „ This m-ay le.ad to a spiral of wage pi'ice 

ion where production in the non-'-’-ag r i cu 1 tu. ral sector is faced with 
costs,, Thirdly, in many countries there is a tendency for' la. .boi.jr 
d. I'ained off from -agriculture? to during industry boom periods, 
g higher ¥..'.age5 in -agriculture.. And this, according to Prof, 
s !”! a 5 t h e s t r o n g e s t i n c i d. e n c e o n -a g r i c. u 1 1 !„! r -a 1 c o s t s , 

AGRICULTURAL" THEORY OF JHE TRADE CYCLE s From the forogoing 

it would -appear th-at agriculture pLays a very p-assive and 

siva role in the business cycle. That is, in fact the view held 

37 38 

nomists like Prof. A. Hansen and J.M. Clark with reg-ard to the 
causal relationship between .agricultural fluctuations and the 
ss cycle. According to Prof. Hansen, agriculture is the "footfaai,i 
iness . " 


i '3 ■. however, .another school of thought which .attributes an -activ? 

■ o fluctuations within -agriculture with ragard to the operation o-l 
;s iness cycle., Strictly speaking, two cord i t i oris must be fulfill sc 

■ any such "agricultural " origin of the business cycle c-an b( 
■Hted. in theory. Firstly, the ag r i cu 1 tu ral forces to which thi 
nss cycle is .attributed must be spontaneous and inds pendent of tin 
'"s cvcla. Secondly, they must be cycl i cal in characte r . 


:)-n.al condition cannot be strictly fulfilled. One group o 
which includes the writings of W.S. Jevons, H.S. Jevons arr 


. Hans€?n, “ The Business Cycle in 

932. 


its Relation to Agr i cu I tu. r e , 
M. Clark, Strategic Factors in the Business Cycle. 



Moors t,r:i.e3 to explain business 
ting the supply of agr i cu Itural 

a g i- 5? e m e n t b s t w s e n the s e w r 3 1 e r s 

4D 


cycles in terms of harvest cycles 
p r 0 d u c t s p e r i d d. i c a 1 1 y » Dm t t h e 0 
as to the exact period, of harvest 


Crop fluctuations of individual commodities ma 
” she hypothesis of any p'oriodi city in crop 


oft eri , of f 5 at 
var iat ions is 


y II n 1 0 n a b 1 s B 


n -tl'.er h.and;, it is conceptually tenable, as Ha.be r I pm- points out, 

•ncider spontaneous irregulr fluctuations in agricultural supply to 

'■■■■? the many irregul-ar events like w-ars, i n vent- i cru.;' -arid 

qu-akes which rriay start or reinforce a curnu Lat i ve process of 

41 

IS 1 0 n 0 r* c: o n t f a c % i 0 11 „ . 

t’i 8 a, c: t u c :4 i n f ]. ii e n c 0 o f 11 c !"i s p o n t a 11 0 0 u s s t i ri'! u. 1 a ii t o ii tp !*’i e © c o I’l 0 ri'i i c 

iTi depends upon the behaviour of aggregate magnitudes like Eiavirigs? 

t rri e n t y C 0 n s. 11. m e r s rn a 11 e y d e rn a n d a n d t l"i ^ c r e d i t s 1 1*’* u c: t ii r e 0 f t I't e 
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n*! y :i. r: h t o g e t !"i e r o p 0 r a t e t !"i e c y c: 1 a » T h e r e i s n o g i v e n .;3 , 11 d f :i. >'i e d 
i o r! b 0 1 w e e n t h e s a m o n e t a. r y a g g r 0 g a t e a n d s p c:i ri t -a n c:* q u, s a. r i a t i 0 r\ 9. 

r V 0 1 ;:- 1 » A s f 0 !•'* 0 0 IS Ffi a y b e r e 1 e a e d v-; !'*i i c: !i f) u. 1 1 :i I'l o p p o 1 1 a* 
t i oris y Habe r 1 a r concludes y anal ys i s cannot sett 1 e t he cjue st ion ^ 
u t 8 1 3, m a t e is o f t h a cj u a ii t i t a t i. v a i iti p o r t a n c a c:i f t f'l e ' d i f f a r* e r\ t 

I'*' s ;i. II a s. p a c: :i f i c i n s t an c e . 

iTi i 1 a r vieWy as a b o v a ^ r e g a r d i n g the a g r i c: ii 1 1 u r a 1 o r i g i n o f t h e 

has been put forward^ with reference to the depression of 1929^ 
as been agreed that the depression was started not by good 
sts. but by over production . in agriculture leading to low 

u 1 1 11 . r a 1 p r i c e s ai n d f a r m i n c: o m e s « f a r m e r s- h a d 1 e *•■:« t o s p e n d a n ( I 

fore industrial, producers also received les5« The :lat,te.ra 
fore, bought still less from farmers and the depression , proceeded 


s pi ral 



t r li e t h a t t h ere wa s 


cou rse , 


a d 0 t li r ti i ii a g r i c a 1 1 


the crash of 19H9« The pric'es of i%*heat and sugar speri 
i -Cl I., |■’l e c i 0 s e o f H i n e t a b n t ^^4 a n t i a -s „ T h e f o 1 1 c w i n cj •? i g u r c‘? c- 
Abstracts of Agricii Itural Statistics, 1945, shcus 

i. t, 1 Q n ,i 
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by Farmers 

156 

155 

159 

155 

154 
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3od gr-ains 
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r Lewis points 

out in ! 

‘lis^Ecoiiom: 

i. c Elurvi 

of 

t f ’I i? i t 


3 fall :i.n aqr i cu. Itural pricas cauld not, be itself, 
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“If sluffip,, For on a thing, the slump started in the 
v'erags p>riC8S received, .by farmers did not fall very much 
with their paymentss -at any rate, their incon'ie could 
r? 30 much as to create ths^ slump. For another, fall in 

arrners implied an in ere -a se in the income of non farmers 

is no evidence to suggest that this latter increasa was 
her goods in any country. 

bett«?r light will be throv.!r! on the causal relatior 
icultursil prices and the 1929 breakdown, if we consider 
s contsKt of ints mat i onal trade. Here, -as Prof. Hen di- 
countries like Argentina. Bra::;il, most of the 
CM-mTiiinitiss, Aur=tra.lia, New Zealand, and the East Eui-i 
.al 1 of which specialised in the production of a.gricul' 
ware tha first to undergo an oKchange c i r s i s . 


if f iculties were 


c. 0 n 5 e q u e n c a of t h e a bn o r m-a 1 1 y li s -a v y 


ural prices which mark ijt tha onset of the wo ''■Id depras- 
d to demage the balance of payments of countr-i.es 


5 


Arthur 


Econ omi c 


Survey 19-19-39 (London, OUP, -1949), 




eKpori.s consisted mauily of agricultural products and led inevitably in 
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Tisny cases to es-ichange depreciation and financial default." 


heavy fall of agr i c:u, 1 tu ral prices" in the world 


14;, il would, appear, the result of a slump in business ex pies tat ions 
investment,, The proper conclusion would, be as held by Arthur Lewis, 


iri tiatirng the slump but in aggravating it, when it came., When 


slump had startsd, the collapse of agr i cultur-al pric 


of the ri.tr.al banks and. the burden of rur-al debt .all proved to highl, 
def lat i onar y „ " 


ius, it is not ultimatsl y passible to establish 
^ I a 1 1 0 i"i 3 1 '1 i p b e t w e e n f 1 u c t u a 'M ivn ; i n a g r i c u. 1 1 u r e a n d 


■business cycle. The peculiar naiture of the business cycle consists in an 

alternation of periods of buisiii and depression, and this, acnrnrding tv 

H-ahe r 1 0 r ~ is inherent in the char-acte i st i c of an individualists money- 
46 

price economy. Even where external disturbances such as wars, 

earthquakes and agri cultu. ral over-production may count, they operate 

47 

becau. se of the peculiar response of the economic system. 


THE SECULAR TREND ! The heavy fall in ag r i cu 1 tu ral pri 


■ion was, no doubt, an important factor which added t 
the da pra s s i on . Th i 5 fall was not nierely part o 
but also the outcome of a secular mialadjustment b 
supply and demand in the world market owing t 
excess capacity in many branches of world agrirul 


H.D., In ter- war years and other paper, CLondoi 


45. Lew.ls Arthur, op. cit., p.46, 



ij. i. !H.. in XUb nin0t€^©n tweiiti€?s» This plienorriGriDi 

ths study of the agr i cultural economic problem with a loi 


? y e 1 o f! ;i 


:.! i s t r i bu t 


f^rof. Schultz who makes a. strong plea for the reor i entat ion 
3 g r :i. c u 1 1 u !- a 1 =• t u. d i. e s i n t h i s d i r e c t i o n , v i e w t h e s. e c u ]. a r p r o b 1 e m 

agricultu rs as one which has chronically depressed, agr i cu, I tu ral inc: 

49 

3 : 1 : well as prices ever since the first wor Id-w-ar , This, according 

•■liiTi, the "slowd.y growing structural changes of a developing er.c- 
after ag r ;i cu. I ture , " not only in the American ecanomy but in 0 
count r c s as we’ll. But he f orri'iU. lates the problerris mainly as typo, 
by developed countries like the U.S.A., U..K. and C-anada. 

50 

The b ad outlilnes of hie arguments are as follows. Given an opt 
iistr itiution of resources and a. secular growth of the national pro 
lue to ac cumiu lat i on of capital and technical progress, the terms 
traid e for any sector of the economy depends upon the relative sec 
growth of supply and demand for its products, The rate of expansion 
the demand for farm products depends upon changes in populat 
in come-'-s las t i c i ty of deinarid. for farm products, changes in con sun' 
tastes, adv-a'nces in the knowledge of nutriticrn etc. The rate 
expansion of supply depends primiarily upon advarices iii technol 
improyernent 5 in the skill and efficiency of the people and invest 
and d :'•■■■ :i T ; 5 3 1- merit in agri cu Iture . .In a country like the U,. S.A« •,*; 
popul.ation gro'wth h.as declined, income-elasticity of demand for 
products becoiTiC’s the key stone of demand-growth , the It- 
determinants being changes in tastes etc. On the side of euf 
ts;::hr.clogic.al developments are the foremost. Studies of per Cc 
excanditurs for food with the growth of national income sines '1379, 


49. Schultz, T.W. Agriculture in an unstable econorri 
HcCsraw Hill, 1945 ) , pp. 28, 48. 
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of family budgets in the U,S.A», reveal that the income-Blastj city af 
den-ar:-- -'or farm products Is very low, a.nd also that it decreases with 

further rise in income. Schulte estimates the income elasticity of 

dsmand for farm products at 0.25 for the U.S.st. On the other hand, the 
secular trend in agri cultural supply has been upward, hocause of 
I, e c f'l i i u y a 1 irsiprovements . The major consequence fo<" a.g r i cu 1 tu i'p is, 
t hs r e o r e a I- ailing terms of trade with other sectors of the econorny, 
and a falling level of per capita income iti case the other sector of 
the economy do not absorb the excess supply of labour and other 
r e s o u r e s :i n a g r 1 c u 1, t u r e . 


Prof. Schults’s analysis of the secular trend, does not imply any 
u 5': i r s ■■" 1 1 t rend, in the terms of trade for agriculture, a p p 1 i c b 1 r to 
every country. The trend in a particular country depends upon the 
relative cjro*.','th of demcutd and supply as between acj!" i cu 1 tu r o am'l other 
5 s >::: t o r s o f t h a e c o n o m y . 


INCOME ELASTICITY OF DEMAND s So far as the relative demand for 
agricultural products is concerned., it would appear th.at in countries 
like '.'.G.A. and Canada, it is on the downiward direction, mainly due to 
the falling income-'O last i c ity of demand for agri cuiltural products. 


Income elasticity of demand for agr i cu 1 tu ral pr odu. cts as defined. by 

5 1 

Schu It is the ratio between the relative increase in the consumption 


for farm products and the relative increase in income with other 
f.-rtor". i-Birii;; ivring constsant. This coefficient is observed to decrease-- 
especially for food consumption, -- with increase in per c-apita i-n coins. 
In ot.hcr words, Engel’s law is seen operating on a national 
level .Engel '3 law -stated in 1857 s" The poorer is family, the greater 
i -3 the proportion of the total outgo which mu-st be urod for focd,. " 
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unaer .wu =.,;a ..,ego r X es , On the one hand, the distr i bv.t xv- jr- s- • a n s 

agriculture, unlike in industry is scattered between a memher 

separate units geographically as well functiana.I ly, rsndtx 

agricultural prices into what the U.S. National Resources Comnni tt cc 

called "the market-dominated prices" is distinguished from 

64 

"adiTiXiris era-., ion dominated prices of industry." On the at he:- hand, 

efficiency of the marketing system in channelling the distribution 
goods may be restricted, by conditions peculiar to ag r i cu Itu. re Lh 
the first c.ateg.:)ry falls the widely known f;.ro.blem of rmargins 
spreads connected with agri cuitur-al prices. The s, scared c-ategcry I, 
on to the problem of .competition in .agricultural rriarkets. 


MARGINS AND SPREADS s 
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The distributive process can, therefore, foe thought of in terms * 

series of rnarkats'-rs Lat ing to country purchasers, whoIes..ale r e e :i. v e i 

in £.ar. h of which there; :i. s -a set of supply and dem-and forces ffio i 

or less spsci-al to th-at iTi-arket., The spread on the niargin h e t j;;.? en tl 

fin-al consume r '' s pries .and the farm pr:i.cG is date rrni :J by ■'•i'!; -t ".•,j 

and supply for tha distributive series., The* f-ariti price -and tha iTMorq: 

are related, however, bec-ause tha consuiTior * s dern-and fc-r the firn' 

product :i s -a dem-and both for the services of tine v-ariou.:.'! rri :i .dd 1 erne-n .e? 
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the output of the primary producers. But there is no econnirii r groin 
ipon which to eKpset the margin to be fixed on to bn j-.i rov-,ct-,\7 
.>1-0 port ion to the f-anti price even under normial conditions. 


■>4„ Shepherd, G,.S,, op. cit p, 30. 

"•■5. C-assels, Research in Prices of Farm Produ etc , Fd = ..i , Dl, 
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EEElI£iEM£^ SE XHE MAR. K, E, T I MG MECHANISM s T h q p f j. i n q s y s t b iti i 'h: a :i d % 0 

be efficient whan it secured allocation of resources and cl is t r i but- i on 
of gcforl;:; a.rd. services in such a way as to iTilKimise consumer*::; 
sa I i s a c: I i on on the orie !'V5nd and m i n i m .i 3 e costs on the othof , ,, I'lowcev's r ? 
the e f f :i c i s n c y of the pricing systern in this respect de pen ids upmn the 
tenet:? of conditions of competitive equilibrium in the market. 
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along the ichannels of distribution. Farmers and consumers ara m-:n n y .. 
healers o!-" pro csssso rs are relatively fe?’-' in any given market., Thus,- 
de-alsrs are likely to e:<ert raonopol ist i c influpnte i n their pu r r h a, a 
freon tha fanners or in their sale tt3 the consumers. 

So fsir as the sals to the consumers is conesrned the mo r ch.an t arc 
faettid with a falling sales curve and with a rising supj-.ly cu.rve bn :cov,.' ct: 
•agr i culture is gensrally an increasing-costs industry. The oqu :i. 1 i .br i um 


67. Slhs phe f d j G.S. op» ? cit p. c. 10. 

68 . Gibs. B.D., Agriculture and Price Mechanism, op. cit.; 


also casefi of iTionopol ist,i c -action qx \ the p-art of c! c -a 3 o !' s 

5 0 of f-anT! products.. Tfv:? " Big Four “ rne-at paci-ring f i rn'ic 

ivaintained --tn almost constant I'.-itj'-! f-int’.'ir'? r t !;■• 1; put c!"i 
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r m i n -a 1 m-a r k e t s f o r s a v a r a 1 c >::) mm o d, i t i a s .. 


)n the other h-arul , f-arrr 


i p r c e s 


be further disto 


?■! Q 1. i s t, i c 
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m-a r g i n B u. t a s G i b c- s u g g a s t ;■ 


fi'i i ci h t n D t r a s u 1 1 i n 


distributor 


0 - 3 . rning 


-a. bnorm-.al ly hi <:i!" 


profits-; thera might bs too m-any firms in the distributive tr-ades, none 

70 

of which -are Largs enough to obt-ain all tha aconomi cs of scale,. -Ir 

Dther words? we h-ave here -an inst-ance of excess c-ap-acity le aiding tc 


c a s s i v a c o 


stsn ,T.n the U.S„A„ betvjean 1900-40 the number of gainful 


M'S employed in distribution is said to have inc: re-osed 160 par cent 
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the number siTiployed in production only 40 per cant. Pedur.tion ir 


n urn be r m-ay 


I a -a d 1 0 r s s 1- r i t: t i v e p i- -a r: t i c e s -a n d i n t- h e -a b s e n 


other remedies? the marqins can .be reduced only by 


number b 


i!-::inq the m-arciin by decree? or throui 


a d m i n i s t e r e d p r ;i, c a s « 
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COMPETITION BETyEEIM AGRICULTURE AND INDUSTRY > ^ Apart froa 
fftalal location of resources within agriculture, the efficiency of the 
iTiarket econcirny further requires that resources may be proper ly 
allocated as between agriculture and other sectors of the ecorvorny,. 


Herein Prof « Schultz in the- course of his analysis- of the 1 ong-run 
p r o b 1 e rri cri f a g r i c: u 1 1 u r e , pu t s f o r wa r d t h e t h e !=? i. si t a c. i. n c •:? 1 9 ■’! 0 1 4 ? 

wide f 111. c: tiiat i on s in the aggregate of an econoiTiy have rendered the 

ma. r k e t e c o ii orri y i n ag r i cu 1 1 u r a i rw? f f i -c i e ii t i n r e s p c t o f a 1 1 o c: a t :L n g 

72 

r a s 0 II r c: e s b a 1; w e e ri a g i-'* i c u 1 1 u r b a n d a t h i ; u r: 1; o- r s « P r o f ^ Sc h u 1 1 z l::#u i 1 d ih 

h i s s t a !i d p o i ri t; rn a i ii 1 y . w i t h r a g a r d t o t h e p r o p o r t i. o ri c:) f I a b o 1 1 }•’* i n 

agriculture in the UuS«, which -according to him is much longer than i-rr 

economically justified,, In other words, he assumes that the marginal 

p f i V a t © a Ti d o c i a I n e t p r o d u c: t o f 1 a b o ii r i n a g r i c ii. 1 t u. r o i. .!. *1 w* e r t hi a n 

in other sectors of the snccniorrty, and the real national, inc: crrie as well 

a s t !i e f) e r c. a. f) :i. t a i n c: o iti e i n a r :t. t ti 1 1 u r a o ii 1 d i, t\ c f'- a a '•;> e w :f. t h t !"i e 
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transfer of labour to other sectors of the econcimyn 


Prof. Schultz "s thesis has been adversely c r i t i c i :recl so far su;; it 
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apcdies to the ftrriaricari economy. F'irstly, it has becrn pointed out that 


c 0 rn p e t i t i a n d o e s n a t r e q u :i. r e - e c] u a 1 e a r n :L n g s b e 't e e i’ 


:r;vq:d! eiits Only equality of net advantages in r o.rg.r* "'O 'A 'iliU th? 


d i s pa r i. t y 


ba tween e.srnings .in -agr:!. cu. Iti;. re and ;i ■.■■'d'.’. st r y would fce 
-rtacular if -seen -against the background o-f' unsmplayin.r-nt ir-! indMstr; 
the p-ayments in kind to farm wfjrkars. A more fij.rid.amo'ntal poin’i 
or doubt arises ; when, -as suggested by Gibs, it is iwi-M-riombc ;-”od th-at tiw 
:..;:wrs i theory of distribution of re sou rear, is fully apt;;.] i rahl onl; 


Bchultz j 


T.W., Production and Wslf-are of Ag i cu 1 tu r e , op 




,:)p„ cit p . 197?. 


"? . ■: bs B . D . Ag r i CU 1 tu r e 


a n d t h e P r i c e M e c li -a n i s m , 



in conditions of fu].l employment. No doubt, net migratiovi of J a. boui- 
from -ag'- i cul to re is a secular trend in economic progress. But thero is 
no evidencs in advanced countries to prove that the pricing tern ha:;- 
obstructed such itiigrat ion » On the contrary, la hour n cut, af 

agriculture when there was prosperity in other st; ct d s : and th>; 

movement was reversed only when there was nat i ori'-wide do p, re s r. i on ,, idcf-.re 
the problem of "transfer" from ag r i cu 1 tu r e may possibly disappear with 
the ach 1 a vsrftsnt of a permanent full amiploymant policy. 


But the problem is certainly evident and even serious in underdeveloped 
countriss which are fa.ced with structural handicaps in transferring 
excess supply of labour from .rigr i cu Itu r e to other sectors of 
employment., Low level of education and health, administrative 
inef f i ciency, limited domestic resources and technical knowledge 
largely lirfiit the capacity of under developed countries to absorb 
cafjital guickly for productive [.'.'urposss. If, in addition, tl'ifc <,.ou5itt y 
is primaril. y agricultural dependent Largely on a single crop for 
e K p Q r t , a. si d d o e s n a t h a v s t h e f a c i 1 i t i e s t o i n d u s t r i a. 1 i s o , t ii e 
situation becomes worse unless int o mat i nnal rneve merits of goods are 

very freely permitted. In the word -;, of Prof . Schultz : nnt. r i os of this 
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type are caught in an international technological c quo'--’ ;a? . " 


REGIONAL PRICE VARIATIONS ^ Regional price variat ion-s result frori 
the fact that many nationally traded commodities are sold a1 

decentralised markets which cover largo areas of geographical surface, 
The mere difference in prices between one market and, another for •: 
commadity cannot bs taken for a regie 

differentials might include general marketing u r o k -I' 

strictly accounted for by regional causes. 
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T 


Ri ! t. t h 


good number of regional factors wh 


■ r u c t u r 8 i:;! f p r i c s •■•■•d ;l f f e r e n t i a 1. s b e t w s e n r e g 1 o n s » 
tnese vari-ations may fas represented by a geographic 


1 a H 


contour lines on a topographical map,, The differs 
' traceable to special factors-su ch as transport 


■ t o r a g e f a c i 1 i t i e s 
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ort markets,. 


This problem applies particularly to countries li 
institutional factors, the markets for many 
r.ationally integrated, sufficiently wall. 


3 u t the s t r u c t u r e o f region a 1 d i f f e r e n t i -a 1 s i s n o t 
may change from year to year with changing condit 
m-arketing over the regions of an economy. 


CONCLUSION 


In this chapter 
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p r 1 c e s o 
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fact influenced by vari^itions in the demauid for i 


coiTimod i t i ei 
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chapter empiirically studies the f oodgr-a ins prici 
trends and determinants for the purpose of id anti-' 


for policy f o rmu lat i on , 
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CHAPTER ~ VII 


FQQPGRAINS PRICES IN INDIA 


IfcSiiS emerging trends and determinants 


The theory of price determination , enables analysis of the 
effectiveness or otherwise of various microeconomic policies, like 
price control policies, distribution and stabilisation policies. The 
theory is quite relevant to an analysis of the problems associated with 
agricultural products and markets. The price and production 
fluctuations in the c^gricultural sector are very common all over the 
world. These changes have serious implications for other sectors as 
well, for the agricultural sector supplies to the economy its food and 
raw material requirements. Therefore, there is a need for exercising 
effective control over the agricultural production and prices, in such 
a way as to suit the overall economic objectives of a country. 

Lipsey and Steiner, in their analysis of farm problem have categorized 
sources of the farm problem into three categories. They are, <i) short 
term fluctuations due to uncontrollable variations in supply? (ii> 
cyclical fluctuations due to variations in demand as the economy 
expands and contracts? and (iii> long-term trends in both demand and 
supply due to economic growth. 

Short-term fluctuations of prices are typical of many agricultural 
markets. These are due to variations in agricultural outputs. The 
outputs themselves are influenced by various factors that are beyond 
the control of farmers. Consequently, the output realised by tlie 
farmers at the harvest may be far in excess or short of the planned 
levels of outputs. These unplanned and unexpected fluctuations in 
output cause fluctuations in the prices of agricultural products. A 
bumper crop leads to reduction in the prices and a lean crop pushes the 
prices upwards. The extent of change in price will depend upon the 
price elasticity of demand. Because many agricultural products have 
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inelastic demandiSr fluctuations in their tend prices to be large in 
response to unplanned or unexpected changes in production .These changes 
have an impact on the incomes of the farmers. If the demand for a 
particular product is price elastic the total receipts of the farmers 
of the product vary directly with the quantity supplied. If the demand 
is price inelastic, the total receipts of the farmers will vary 
inversely with the quantity supplied. Thus, under conditions of price-™ 
inelasticity of demand, which are prevalent in the case of most 
agricultural commodities, good harvests lead to reduction in total 
receipts of the farmers and bad harvests to increases. When nature is 
bountiful and produces a bumiper crop, farmers' receipts dwindle, when 
nature is moderately unkind and outpiut falls unexpiectedly, their 
receipts rise. The interests of the farmer and the consumer are exactly 
opposed in such cases. This conflict is dramatically illustrated every 
time a partial crop failure sends food prices soaring but raises farm 
incomes, and whenever a bumper crop that brings relief to consumers 
nevertheless evoked a cry for help* from the farm belt, where incontss 
are shrinking. Similar is the experience in India. 






Cyclical fluctuations in prices and incomes of agricultural sector 
emanate from the ebbs and flows of national pirosperity. Ihese cyclical 
fluctuations in the economy influence the demand for all the 
commodities. The impact of such fluctuations in the demand for various 
commodities on their prices depends upon the elasticities of supply of 
these commodities. While industrial products typically have rather 
elastic supply curves, agricultural commodities typically have rather 
inelasatic supply curves. Consequently, the impact of cyclical 
fluctuations in the demand for products affect these two sets of 
commodities in two different ways. The cyclical variations in the 
demand for industrial products result in fairly large changes in their 
outputs, but only small changes in their prices, since the supply of 
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industrial products are price-elastic. But in the case of agri cultural 
commodities, the inelastic supply conditions, lead to a meagre increase 
in farm outputs and a large increase in farm prices. These responses 
have, in fact, been observed in various capital countries. 

These patterns of unregulated markets have been observed and accepted 
as part of the nature of things in most depressed periods of American 
economic histroy.They occurred once more in the early 1930s when 
America, along with the rest of the world, suffered the great 
depression ever. But in the 1930s the governments attempted to 
intervene, and since then farm policy has been continuous and active. 

To the public (and to many in Congress) the economic plight of farmers 
during the Great Depression seemed to be caused by the great fall in 
prices, which was caused by the fall in demand for commodities with an 
inelastic supply curve. The notion of price parity, the ratio of the 
prices farmers received for things they sold to the prices they paid 
for things they bought, was invoked to measure their hardship. As a 
result programmes were proposed to restore price parity to -farmers." 

Steady growth over time in the productive capacity and wealth leads to 
changes both in demand and supply and cause problems to individual 
sectors. " If productivity is expanding uniformly among industries, the 
demand for goods with low-income-elasticities will be expanding more 
slowly than output. In such industries excess supplies will develop, 
prices and profits wil be depressed, and resources will be induced to 
move alse-where. Exactly the reverse will happen for industries 
producing goods with high income elasticities. Demand will expand 
faster than supplies, prices and profits will tend to rise, and 
resources will move into the industries producing these goods. 


The rapid increases in productivity on account of technological 
inprovements increase supplies enormously. The domestic demand for 











. 200 . 


these goods may not expand so rapidly, thereby leading a situation of 
supplies being far in excess of demand. Unless international markets 
for these commodities exf»and and absorb all the excess supplies on the 
domestic front, the sector is likely to face a serious depression. 
Thus, the instability of agricultural prices and incomes is caused not 
only by short-term and cyclical fluctuations but also by the long-run 
growth. 

Governments all over the world have been attempting to effectively 
intervene and moderate the instability inherent in the agricultural 
sector. The sugricultural stabilisation programmes of the governments 
are ususilly aimed at stabilisation of agricultural prices and incomes 
in the face of short term and uncontrollable fluctuations in supply and 
cyclical fluctuations in demand. These policies and pr og rammes also 
seek to support agricultural prices and incomes at levels sufficient to 
guarantee farmers what is regarded as reasonable and decent standards 
of living. These policies themselves lead to long-run problems. The 
price support policies not only ensure reasonable and decent standards 
of living for the fstrming community, but also create disincentives for 
the excess resources generated by technological progress and improved 
productivity, to leave the sector. Thus, these policies are likely to 
aggravate the problem of immobility of excess resources in the lorig- 



In free markets, fluctuations in production and supplies of 
agricultural commodities lead to wide fluctuations in both farm prices 
and receipts Cor incomes). These fluctuations can be prevented by the 
farm produces only if they jointly undertake to ensure stability of 
actual supplies to the market. By forming producers’ organisation and 
authorising it to operate in the market on their behalf for the purpose 
of ensuring price and income stability, the farming community will be 
able.::to avoid wide fluctuations in the prices of their products and 


incoffes» The producers' organisation should be capable of purchasing 
and storing all the produce from the farmers and release a constant 


level of supplies to the market. The level of supplies should be 
maintained at the equilibrium level of output. Thus, during periods of 
surplus production the organisation has to acquire and stare the 
surpluses and during period of deficit production, stocks should be 
released to the market. By maintaining a steady stream of supplies at 
the equilibrium level the organisation would be stabilising the price 
at the equilibrium level. Since the price level and the quantity sold 
are kept constant, the total receipts of the producers' organisation 
and of the farming community would be stabilised. The farmers have to 
jointly meet the costs of managing the organisation. The costs of 
storage, organisation and administration of such operations as 
described above, however, are justifiable, for a successful operation 
of the above plan may relieve the farmers of the uncertainity and risks 
they face. However, organising and managing a farmers' organisation 
that can effectively counter the market trends is extremely difficult, 
particularly, in such vast and underdeveloped countries like India. 

However, in view of the difficulties involved in organising and 
managing producers' organisation, the governments have been attempting 
to undertake the responsibility of maintaining stability of farm prices 
and incomies. If the Government just aims at maintaining price 
stability, then it may operate in the agricultural markets by 

purchasing surplus stocks during the periods of relative surplus and 
storing them and releasing the stocks during periods of scarcity. 
These operations need to be done at the equilibrium price level. In 
other words the governinent should fix the equilibrium price as the 
support price for its operations. While these operations lead to 
stabilisation of prices of agricultural commodities, they would not 
lead to stability of farm revenue fluctuations of a crop with inelastic 



derriand and a fluctuating suply. Under free market conditions, a bumper 


crop leads to fall in revenues and incomes, and lean crop leads to rise 
in revenues and incomes, if the demand happens to be inelastic. 
However, this pattern would be reversed by the operations of the 
governitient to purchase and sell the produce in the market during 
periods of surpluses and shortages at the equilibrium level of price. 

If the objective of the government stabilisation prog rariufie is enpanded 
to stability of farm incomes, then the programme should be modified to 
permit some price instability. “Too much price stability causes 
receipts to vary directly with production and too little price 
stability causes receipt to vary directly with production and too 
little price stability causes receipts to vary inversely with 
production. If the Government allows prices to vary in inverse 
proportion to variations in production, then receipts will be 
stabilised. A 10 per cent rise in production should be met by a 10 per 
cent fall in price, and a 10 per cent fall in production fay a 10 per 
cent rise in price. To stabilize farmers’ receipts, the government must 
make the demand curve facing the farmers one of unit elasticity. It 
must buy in periods of high output and sell in periods of low output, 
but only enough to let prices change in inverse proportion to farmers' 
output.- Thus, to avoid the problem of instability of farm incomes the 
operations of the government should allow prices to osicillate around 
the free-market equilibrium level. The eKtent of these oscillations 
should be maintained strictly in inverse proportion to the extent of 
fluctuations in outputs. 


with a view to not only to stabilise farm prices and incomes 
o assure farmers a standard of living comparable with that of 


trv to keep the farm prices above the 
urbanites, governments x-ry vo 

. lauai Stabilisation of prices above the equilibrium level, 
equ 1 1 ifar lurft level, buaoi i i^'*'**"* r 

tn the market by the producers is bound to exceed 
the quantity supplied to xne marx.«v y r 




:he quantity demanded. Either unsold surplus will exist or someone, in 
;his case, the government, must step in and buy the excess production, 
[n the average year there is a surplus, and this results in a situcition 
i,n which over time the stabilising authority buys more than it sells, 
30 unsold surpluses accumulate. The cost to the tax payers includes any 
part of the outlay not ultimately recovered by sale of the crop, plus 


costs ot s 


torage, handling and administration. 


The American experience in trying to help the politically intluentiai 
but poor farm populatin, is reported to be cor roborat ing with the 
theoretical presentation presented in earlier paragraphs. The firat 
attempt of the U.S. Government to intervene in the agricultural markets 
through Federal Farm Board set up in 1929 lead to the accumulation of 
enormous stock and a rapid exhaustion of available funds. 

The New Deal farm policy under the Roosevelt administration aimed at 
achieving parity between the incomes of farmers and those of the 
others. This result was sought to be achieved through legislation on 
price parity. The programme attempted at avoiding building up of large 
surpluses by paying farmers not to produce as well as paying them for 
what they did produce and sold. It also imposed acreage restrictions 
and marketing quotas on individual farmer. However, subsequent results 
proved that support ’pricaz, guaranteed sales, government financed 
research, and government banks for farm improvements were an enormous 
incentive to productivity. Consequently, the total output expanded 
ra:sidly in spite of acreage restrictions. The costs of administration 
of the programme proved to be exhorbitant. Until 1970s, the 
st.allisatio. prog«. have been followed with minor modifications. 
During the period 1970-74, the world market came to the rescue of the 

. vail II Q The surplus stocks could be disposed of 
stabilisatin programme of U.S. me surpAii* 

economically. However, during the period 1974-79. the world economy 

entered the most .erioua economic receseion oince 1930e. Although the 
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buoyant international markets for agricultural products shielded U.S» 
agricultural sector, the individual farmers still faced problems of 
maintaining their standards of living. Between 1974 and 1978, the price's 
paid by farmers rose by 31 per cent while prices received by them rose 
only by 9 per cent. 

Thus the history of stabilisation programme of the U.S., demonstrates 
that achieving the objectives under these prograrrimes is not an easy 
task. The pirogrammes at best, can reduce the e:<tent of fluctuations in 
farm prices and incomes and try to bring about some sort of parity 
between the agricultural and other prices. 

trends in the FQQDGRAIN PRICES i The prices of foodgrains, have a 
weight of 12.92 per cent in the construction of general wholesale price 
index. Further, in a developing economy like India, foodgrains are llie 
pritnary requirements for the development process. Unless foodgrains are 
provided to its labour force, it would be extremely difficult to 
augnient and efficiently employ the available labour force in the 
development process. The productivity of an under-nourished labour 
force would be extremely low. The foodgrains should, thereforee, be 
made available to the populace not only in adequate quantity and 
qualities, but also at prices, at which the labour force would be able 
to consume nutritionally required quantities of various commodities. At 
the same time the prices should be remunerative to the farmers 
producing these commodites, more particularly so in countries where the 
holdings are very small and the farmers are on the verge of starvation. 
Therefore, foodgrains production, availability and their prices play an 
important role in the development of an economy. 

_ , ^ ‘irni ns olav an important role in riot only iril liieii ting 

VhH prices of focidgrains 

t hp but also the cleffiand coiiciiticins 

the production decisions of the farmers 

\....r.oratfvs orices of foodgrains are bound to result 

for foodgrains. Unremunerative prices, u j 

■ t/nr, nf land and other resources from under foodgrains 

in diversif ication of lanu 
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production to other agricultural uses, resulting a decline in the 
output of foodgrains. Similarly, extremely high prices may result in a 
large segment of the population consuming below the nutritional 
requirement, thereby leading to ill health and low product! vity. 

Further, the presence of middlemen in the foodgrains markets aggravates 
these problems. These middlemen are strong socially, politically and 
f inancial ly . They keep the small agriculturists under constant 
obligation and coerce them to sell their produce at very low prices. By 
garnering huge quantities of commodites, they control the prices at 
which the goods are sold to consumers. Thus, the presence of the 
middlemen also results in low unremunerative prices being paid to the 
farmers, and at the same time high exhorbitant prices being charged to 

the consumers. 

Attempts have been made since independence, by the Government of India 
to intervene in the foodgrains markets for the purpose of ensuring 
remunerative prices to the producers and for making available 

foodgrains to the consumers at reasonable prices. In addition to 
purchasing foodgrains at support prices through the Food Corporation of 
India, the foodgrains are being distributed at reasonable prices to the 
consumers through a distribution system. The core objective of the 
current thesis is to assess the success or otherwise of these 
programmes in terms of their avowed objectives and to provide policy 
.rescription, if required. Such an attempt should naturally begin by 
studying the foodgdrains production, demand and prices. The study would 
take . into account, the impact of poliicies and institutional 
arrangements on the stability of prices, foodgrains production, and 
incomes of farmers producing foodgdrains. 

The prices of foodgrains have been fluctuating from year to year during 
the last forty years. Although the prices have declined during certain 
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years compared to their levels during the previous years, a general ly 
increatsing trend is clearly discernable. In the Table 7.1, the average 
level of prices and their coefficients of variations are presented for 
each one of the last four decades. 

During the decade of fifties the average level of wholesale price indeK 
of all commodities was above that of the foodgrains. However, the 
average level of wholesale price index of cereals was slightly more 
than that of the wholesale price index of all commodities. !he average 
level of wholesale price index of pulses was lowser than that of all 

commodities by 7.5 per centage points. 

TABLE - 7.1 

WHOLESALE PRICE INDICES DURING IHE FOUR DgCABEg 

( BASE 1970-71 = 100 ) 


Period 

Statistics 

All Commodities 

Foodgrains 

Cereals 

Pulses 

1950--60 

K 

S.D. 

C.V. 

( points > 

( points ) 

( X ) 

47.0 

3.7 

7.9 

45.4 

5.4 

11.9 

47.7 

5 . 3 
11.1 

39.5 
7. 1 
18.0 

1960-70 

X 

S.D., 

C.V. 

( points ) 
(points) 

( X ) 

73.0 

16.1 

32. 1 

74.6 

23.4 

31.4 

74.0 

21.9 

29.6 

76.9 

30.5 

39.7 

1970-80 

X 

S.D. 

C.V. 

( points ) 

( points ) 

( V. ) 

157.5 

39.6 

25. 1 

151.6 

34. 1 

22.5 

146.4 

31.8 

21.7 

177,5 

52,9 

29.8 

1980-90 

X 

S.D. 

C.V. 

( points ) 

( points ) 

( 7. ) 

175.7 

40.5 

27.2 

161.4 

36.7 

25.3 

155.5 

34.3 

23.4 

187.6 
57 .8 
31 .3 


1 o r> ■ "q^IndIrd"Devirt ion C.V.: Coefficient of Variation 
■S' Average Level b.D.“ wtanae^n^ 

.1 nricP index of fodgrains, cereals and pulses. 

Compared to the wholesale price 

• j nf 1 commodities was relatively more stable 
the wholesale price index of all commoai 

• Thn iiihnlesale price index of pulses exhibited a 

during the fifties. The wholesale pry 

. • <,tahilitv during that period. During the sixties, 

greater degree of instability 
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the average level of wholesale price index of all commodities reached a 
level of 73»0 points. The levels of wholesale price indices of 
foodgrains and cereals were marginally greater than that of the 
wholesale price index of all commodities. But, the average level of 
wholesale firice index of pulses, which was lower than that of all 
commodities during the fifties, was more than that of all commodities 
during this period. During the third decade under review, the increase 
in the cereal prices was more or less in conformity with the increase 
in the gereral price level. However, the price index of pulses 
increased more rapidly, from a position where it was lower than the 
gereral price index to a position where it is more than the ger»eral 
price index. It would be interesting and useful to identify the factors 
influencing fluctuations in the prices of foodgrains. Such an 
identification would be helpful in policy formulation. Since supply of 
and demand for foodgrains play an important role in the determination 
of prices, the analysis begins with identification of factors 

influencing it. 

gTflRtI ISATION PRfTGRflMMES Mffi POt-IC IES = The Government of Indie ha’ 
been endeavouring to maintain stability of price of all commodities. 
Shortages and surplus of commodities. ho„ever, cause price 
fluctuations. The efforts of the government are directed not only 
towards minimising these short-term fluctuations but also towards 
Peeping the price increase under control in the long-run. In these 
attempts, the Government has to ensure that remunerative prices are 

paid to the producers and reasonable prices are charged to 

anH Dolicies of the Government 

consumers. Stabilisation programmes and policies 

should further aim at infusing stability in the incomes of the 
producers. These problems arise mainly in the case of product, of the 

agricultural sector, which relies heavily on the nature paricularly. 


the monsoons. 
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Reviewin »3 the food policy in India, Chopra sums up the details of the 

policy in India thus, "Food Policy in India can be said to have three 

main ofajectivees (1) self-sufficiency in foodgrains product, (£) 

foodgrains price stability, and (3) assurance of an equitable 

distribution of what becomes available, at reasonable prices. ihe^G 

broad objectives have held the field, with varying emphasis, oi iuurse. 

almost since 1943. These are intended to safeguard the interest of low- 

income consumers, in availability as well as in price, and to ensure 

that producers receive reasonable prices, with an adequate inccntivt 

* 

for increasing production. 

The stabilisation authority is e.pected to buy up stocks during periods 

of surplus and release them during periods of scarcity to bring about 

stability in the prices of commodities like the agricultural pro 

This has been attempted by various types of food prcurement and 

distribution efforts by the state and central governments. These 

efforts are supposoed to bring about greater stability in the price 

foodgrains. fls analysed earlier in this chapter. the prices of 

agricultural commodities in general and foodgrains in particular, have 

exhibited violent fluctuations during the last thirty years, with the 

exception of period of the End Five Year Plan period. In particular. 

the prices of pulses have fluctuated more violently than those oi 

cereals. Since, the stabilisation programme are mainly concerned with 

the cereals, one .may draw an inference that the relatively less 

.. ■ tt-o nrire of cereals are due to the 

violent fluctuations in tlie price 

stabilisation programmes. But. the fact remains that the prices of 
cereals fluctuated more than the prices of the general price level. 
This indicates that the price stabilisation programmes implemented to 
stabilise the price, of cereals are yet to succeed fully. 


— 0 niirv lin India (Delhi 

R.N. Chopra, Evolution food Po .y 

D. 15. 


Macmil Ian, 


. . 209 . . 


It may be noted that during certain years, the prices of cereals have 
fluctuated very rapidly, in spite of the operations of the government. 
This may be due to the delayed intervention by the government in the 
markets as also extreme situation in foodgrains production. 

Studying whethef the stabilisation policies of the government had any 
effect on ^stabi 1 isation of farm incomes would be interesting, V%ry 
quick, wide and unexpected fluctuations in prices of farm p>rodticts rnay 
lead to oscillations in the incomes of the farming households and put 
these households to economic difficulties. These, in turn, may effect 
fresh farm investments and productivity. Therefore, the price 
stabilisation policies and programmes should also aim at stabi 1 isat ion 
of farm incomes. However for studying the extent of stability in farm 
incomes , the data on farm incomes are required. Such data is not readily 
available. Therefore, an attempt is made here to study the extent of 
stability in farm incomes by studying the extent of stability in the 
values of groups of farm products. The value of farm products may be 
considered as the gross farm income. The costs of production have to be 
dedu.cted from the gross income to arrive at the net farm income. Data 
on the costs of production are also not readily available. Construction 
of an index is also a complicated problem. Therefore, the stability of 
farm incomes has been studied with reference to value indices, arrived 
fay multiplying the index numbers of production by the whole price index 
numbers. The analysis has been carried out for the entire agricultural 
production, and. the foodgrains group of agricultural commodities. 

The average levels of standard deviation and the coefficients of 
variation of values of production of major categories of agricultural 
products have been calculated and presented in Table 7.2 for various 
plan periods. The coefficents of variation indicate the extent of 
fluctuations in the value of production. .It may be noted that the 
fluctuation in the value of production are quite substantial during 


most 


of trie plan periods^' Similarly, even arriorig the coriwiodity groups y 

the instability of values of production appear to be quite marked. The 
value of production of pulses has been exhibiting greater instability 
than the other groups of agricultural commodities. 


TABLE - 7.2 

STABILITY OF VALUE OF PRODUCTION 


Period 

Commodity 

Group 

Agricultural 

Production 

Foodgrains 

Cereals 

Pulses 

■1950-51 

X 

( points ) 

27 . 42 

28.68 

28.83 

34.98 

to 

S.D. 

< points ) 

1.93 

3.65 

3.18 

5.50 

1955-56 

C.V. 

( “/. ) 

7.04 

12.73 

11.03 

15.72 

1956-57 

X 

( points ) 

36 « 1 H 

38. 10 

37.74 

43.78 

to 

S.D. 

C points ) 

4.99 

4.60 

4.25 

8.11 

1960-61 

C.V. 

< ■/. ) 

13.82 

12.07 

11.26 

18.52 

1961-62 

X 

(points) 

50.30 

51 .02 

49.80 

59.69 

to 

S.D. 

( points ) 

8.76 

10.36 

8.74 

18.74 

1965-66 

C.V. 

< 7. ) 

17.42 

20.31 

17.55 

31 .40 

1 966—67 

X 

(points) 

81.63 

90.63 

88.43 

99.43 

to 

S.D. 

( points ) 

31 .52 

20.74 

18.29 

40.65 

196S-69 

C.V. 

( X ) 

16.56 

22 . 88 

20.68 

40.88 

1969-70 

X 

( points ) 

120.52 

122.30 

121 .58 

118.58 

to 

S.D. 

( points ) 

20.82 

20. 11 

18.25 

HE. 40 

1973-74 

C.V. 

( 7 ) 

17.28 

16.44 

15.01 

18.89 

1974-75 

X 

(points ) 

232.30 

215.62 

214.13 

215.87 

to 

S.D. 

( points ) 

29.55 

22.23 

18.19 

43.90 

1979-80 

C.V. 

( X ) 

12.72 

10.31 

8 . 49 

20.34 

1980-81 

X 

( po ints ) 

248.50 

232 . 40 

233.50 

£35.60 

to 

S.D. 

( points ) 

30.80 

27.50 

25 , 70 

42.80 

1984-85 

C.V. 

( % ) 

13 . 60 

1 1 . 70 

10.50 

17.80 




SOURCE s Based on "Index Numbers of Wholesale Prices of Groups and 
Sub-groups," published in Basic Statistic Relating to the Indian 
Economy, Vol. 1 3 All India by the Centre for Monitoring Indian 

Economy, Boiribay 



The instabiity of gross farm incomes, stems from the variations in 
agricultural production and prices. The fact that the indices of value 


of production are tending to be very unstable indicates that the 


pr 1 Cl 


variations are not in confirmity with variations in production. This 
may be due to (i) speculaltive pressures built up in the agricultural 
markets by the traders and (ii) ineffectiveness of the foodgrains 
procurement and distribution efforts to match these speculative 


forces. If the hoarding and dehoarding by the speculative far 
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the economy are effectively countered by the sales and purchases fay 
the government agencies, greater stability can be infused into the 
price of the agricultural cotrimodities. 


The hoarding and dehoarding operaions of the speculative forces depend 
upon the agricultural production. However, they are neither intended to 
nor directed to bring about stability in agricultural prices. If 
foodgranis are hoarding when they are abundantly available arsd are 
dehoarded when they are extremely scarce, then, they tend to bring 
about stability in price. However, the speculative forces undertake 
these operations to manipulate the prices in such way that they would 
be able to purchase and hoard grains when their prices are the lowest 
and dehoard when the prices are the highest. While direct legal action 
against these speculative forces may be useful in the short-run, it 
would be extremely difficult to control these activities in the long- 
run through such action. So long as these speculative activities arc^ 
economically lucrative to these forces, they would foe indulged in. 


Therefore, it is necessary 


to make the speculative activies 


prohibitively uneconomx 


ic. This is possible by widening the operations 


of the food procur 


ement and distribution operations. These operationi 


should aim at not only stabilising the agricultural prices but also 
ensure that the speculative forces would not be able to acquire stocks 
of these commodities. This would be possible only when the food 


m 


procuf enient authorities have a flexible price policy^ They shold be 
able to garner the entire stocks of foodgrains offered in the market 
and store them, by offering higher prices than the speculative forces. 

Further, the procurement and distribution operations have to be inatched 
with the speculative movements taking place in the markets. Eiy 
carefully monitoring the market situation, the por curamen t and 
distribution authorities should be able to plan their hoarding and 
dehoarding operations to attain these policy objectives. In effect, 
these authorities should be in total control of the markets for 
foodgrains. Unless such complete control of markets is attained, it 
would be extremly difficult to curb the speculative activities. 
However , attaining such exclusive control over the markets is no easy 
task. Not only, does it require enormous organisational structure but 
also regular and systematic efforts to closely monitor the markets 
spread over the length and breadth of the entire country. During the 
period when organisational structure of the foodgrains procurement and 
distrubution authorities is being widened and strengthened, special 
efforts may be required to control the speculative activites through 
leqail action. 
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AGRICULTURAL POLICY OF INDIA IN THE WAKE OF GATT 


AN OVERVIEW OF GATT 


The General agreement on Tariff!, 


a small secretariat with a staff of about 400., been 


ngpin of tariff cutting and world trade sKpansion =iiri!:y iV'IS 


i 1 treaty that prescribes rules for i, n t ‘i r n a t i o n it J t - 1 • .a d e 


agreement i 


contract" calling for non-d is c:r iminator y 


3f trading partners and setting rule 


i ! ! t e n d e d t o c o u n t c* r 


in international trade 


what was left of the 1947 Havana charter drawn 


constitution of a planned International Trade Organisation < ITO) 


3 X n c e 


of multilateral trade 


econd world 


round 


3 m p 1 e t ed unde r t h e au spices o 


negotiations have been successfi 


signatories of the 


one of the twenty three original 


ubscribe to GATT which has 


of negotiations to free up international trade 


rounc 


DUNKEL DRAFT AND AGRICULTURAL POLICY : Here we are concerned only witt 


'!e erne r q inq 


A r t h u r Du n k el, t h e t h e vi d i r e c t o r 


December 


Dunl'iel Draft 


draft (known as 


Dunkel Draft is a very 


contents have far reaching ip-tpl i cat ions for tfie 


ational trade and trading parties. As such it, needs 


econorns, s 


commented upon 


ional export 


and various profe 


ections and section 12 is concerned with Agriculture? 
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Ind X -an ag r i cu 1 tu re i 


on the threshold of change in the wake of 


in eK^ei'Yjal scenario, that is, India's efforts to opeis her econ ..,y T,o 
global trade and the signing of GATT is the culrni nation of Uruguay 
rouTid. talks o 1 lie Dimkel Draft has very serious consequences -for Indian 
ag r 1 cu. 1 l-iu fc . Agriculture has been placed on the agenda for necjot, ons 
for the first time in GATT in this Uruguay Round. Till now, GATT 


apply to agriculture. Historical! 


GAiTT ha 


Fiound 


d thcit GATT di 


would eKtend to market access 


granted to dev£?loping countrie 


■In the I ight of new 


de ve 1 0 pment 


c-annot achieve its objective of accelearting overall growth in 


conomy or improving the standard of living of it 


ccelerattion in agricultural growth since its one third of 


its of about 2.2 


annum needs 


d ramat i. cal 1 y 


The food problem has more or le 


t a b 1 i 


resi 1 ienc 


are still erratic, the country i 


The concept of exporting of high value 


goods and using the_ ^tMIl-^h^nge for import isig relative! 

;.er items, if need t'®' gaining legitlmcu:y of late: 


balance o 


Besides, acquiring hard currency to improve tlie counify 
payment position, agricultural exports are demand necess 


ector as a whole 



(he giobal isation of Indian agriculture is viewed as a mear,., 

ensuring better returns to farmers, besides f at: i 1 i tat rag the mut 
needed capital formation in the rural sector. It would also conXribu 


employment generation apart from di ver s i f i ccn.on 


Unfortunate 1 y 


0 achieve 


i.le 


protection from the world community which 


we want to make farming a busir;? ' 


oi.ir 


•lavs to face competition within and outside the c:ou.n 


ighth Round of GATT agreement based on Dunkel Draft !ia 


con chid e 


moment since the 


IS j.n consonance 


lanuched wit! 


enthusiasm. The 


new econonut 


of India ha. 


modified Dunkel 


igned the agreement in April, 1994 which will be effective 


from 1995. The document has been corno prehens i ve , most controversial 


ed but least known in our country. Unf or tunately , only few 


academi clans 


politicians and administrators have accessibility 


this document of more than 400 pages. The farming 


ommuri i t y 


ome politician 


d been the party to all the negotiations and managed to get 


treatment in all the earlier agreement 


on the ground 


ondition. Member countries had 


articles of Eighth Round negotiation but ru; 


3n some c 


did afford to be left out of the negotiation 


ontrol nearly 90 percent of total trade in the world 
the Eighth Round of this global negotiation would 


in a disorder in world trading. The world 


atioh for Economic Co-operat ion and Developme 


timated an increase in global income of * S17-P30 billion as a rest. 

the Eighth Round of GATT negotiation. India's share to the irn. • ■ 

ade is eKoecoted to be about f 4.6 billion. 



In India, opposition to the current GATT negotiation has les 


econoiiiic. considerations but fnore a "resistent to c 


the developing 


countries 


d i f f e r s n t i a 1 treatment 


1 h e y were not e x pi e c t e d to r ?..• c i p r o >::: a t y t S' i e 


concessions which the developed countrie 


were 


3uld not have had to open up their market 


and would ha'-’s 


i to have quantitative restriction 


o (! 5 1 >:! 


veloping countries have been given differential restriction 


tar i i cat i on . subsidy to agriculture, operation of PDS, etc 


sot satisfied with these rebates since India used to 


preferential treatment from the world community on the ground of 


0 rn p e t i t i v e ma r k e t 


per lence 


in the world 


India grew as a protected child with liberal, 


from international organisat ions and friend 


Durable terms and failed to generate 


accumulated 


a result, per capita debt ha 


in much trouble^ in even debt servicing 


he count r 


aved after mo rt gauging gold. Ther 


now 


problem of getting out of the crutch of protection. It i 


■iat we want 


e conoiiri t 


emerge as one 


reatment also from the world communit 


rating agricultural growth in India, the ir.air 


ues 


of investment 


the level 


:jf land tennure, (c) increasing availability of credit 


ensuring aj.pirop)r iate price piolicies, (el develop'ing new lei-hiio.l ogi •••!•> 
to increase productivity, (f) apropriate subsidy, & iqi policies 

thait would encourage agriculture. The price polities towards 
agriculture must ensure that the farmer gets a remunerative |::.ric:e. In 

4 1 - ■ j ^ to pfi'-iiir# that 



are maintained. There is no doubt a limit to which 


is justifiable but in 


that farmers are paid reasonable 


are appi’ o pr iate i y reflected in the supiport pirices arinoiinced 


rn merit 


relevant to point out t h a t a g r i c: u 1 1 u r e w i 1 


•(IS connec 


1 e V e 1 0 f 


given to industry. There is a great need to redre 


reducing industrial protection and simultaneously allowir 


and indeed encouraging eKport of agricultural product 


agricultural production for exports including high-level products wit! 


very substantial. This should be fully exploited not 


some pro LOSS 


■ie farmer but also in the interest 


ing the balance of payments. Finally the logic 


that agri cultural products mu 


allowed to 


move freelv within the country in response to market demand 


isaged in the Dunkel Proposal that a 


been 


calculations have to be made 


iomest i c 


gregsite Measure of Support (AMS) by each government 


pacific ( N PE3 ) an d pi r o d u c t 


non 


are those given for water ( i rr igat ion ) 


The minimum support price and otlisr 


ubsidies are categorised as product specific. 


ranging from wheat 


agricultural product 


suga 


oilseeds which are covered under product 


.India provides minimum support price. The (Sovernment of .India ha 


000 crores for food subsidy ard fertili 


su bs id y 


793-94 and proposed the higher amount for th 


Ag r i cu 1 tur e production in 1990-91 was 



increased to 181.30 million tonne 


in 1992-93. Though the trend 


upward but not 


atisfactor 


e t: 13 ri a m i 


over 


ubsidies wliich a 


pr ectu 


are non-s 


S t }, pU 1 3, t €‘ >i 


cific AMS below 


nan 


no obligation to make any reductioii. Calculations made 


of Commerce, Government of Iruiia indicate that 


out to be about 4 


even 


made for a number of e 


in the Dunkel 


e n V 1 s 


income 


■jsour ce-poor farmers in developing countries. In the product-specific 


t products and 


but less that 10 percent on one or two product 


possible thcit changes in exemptions lead to the product 


n e B d e d 


nt. Additional fie 


tic support programmes remain totally unaffected 


3 f t h i s the in d u s t r i a 1 i s a d c cs u n t r i e s h a v e b e a n ii a v i 3. y 


nd protecting their agriculture. In this way, they ten 


c.u 1 1 u r al 


oduction and trade of temperate 


one 


ubsidisation of coreal 


On account of competitive 


reduced rnarkie 


ed for many years which 


for those countries which are more effecient in tn 


production 


attention in the Uruguay Round seems to 
the industrialised countries on agr i cu itur al 





production.. As it is, ths Third World countries stand disunit 
want of an effective leadership. It is unfortunate that while U.. 


for one full year, there wi h.iid!y 


y the developing countrie 


to come together an is 


3f very late, the Indian Government 


of Indian 


namely, C1) GATT & Agri 


C2) farm subsidie 


<3) Market Acce 


issue 


in brief each one of them 


in the following pages 


GATT & AGRI-EXPORTS 1 STRATEGIC ISSUES s While the GATT agreement 


several months old no concrete action has been initiated in Inc 


portunitic 


0 V e f 


over 


cultural commoditi 


fa a c au s e o f t h e f o 1 1 o w i n 


GATT accord (a) reduction in agg r egc-n 


t and (b) tar r if i cat ion of import harrier 


remaining ec 


Other 


make Indian products more competitive and the second set 
expected to open up more markets for Indian products. 


however. Consider the first feat 


not remain 


Other thing 


GATT accord. Among crops, wheat, rice 


oil ars being 


supported in varying degrees in the OECD countries. Trin:: 
the support is reduced and, in course of time, eliminated, supply -ri-cm 
OECI.) countries in the short run will fall and world prices rria.y be 
predicted to . rise. Studies show that wheat prices iisay r i-.re 
subs tant ia. 1 1 y p rice the least (reflecting the relatively 

im pio r tan ce of the OECD countries as a group in the wor'?d r i ce iror'kfit, i ; 
and other grains moderately. And the price of heavily subsidised dairy 
and meat commodities are expected to rise more than others. 

E^ut whether India will gain from such a trade accord or not W3.11 depend 
on two factors ‘ (a) whether it is a net exporter or importer of the 
commodities whose prices in the world market are expsecled to go ti p.>j 
and (b> whether over a period of time , it can generate adequate 
exportable surplus in some of these commodities eit "competitive 
rates". 

t 

As far as foodgrains are concerned, India, clearly, is a net importer. 
Average net imports F*er annum stood at S.14 million tonnes in the 
seventies, l.cM million tonnes in the eighties and 1.18 million tonnes 
in the first four years of the nineties (despite several good monsoon 
in row). Taking the entire period, domestic foodgrains production 
clearly fell short of domestic requirements in as mci.ny a? 1S years, 
barelv kept pace in four years and convincingly exceeded domestic 
requirements only in five years. 


"ue, India has built up a massive reserve of faodorajns, variously 
stimated at between 35 and 40 mi 1 1 ion tonnes . But tf-.is i s rmt 
sflectivs of any change in the food, balance sheet. P-r capita 
./ailablity of foodgrains in 1994-95 was less- than in 1991-92. It is 

ist that the governfr-ent’s price and distribution policies priced the 
roducts out of PDS, and PDS offtake shrank. The government had no 

Iternative but to stock up 

The Economic Tiraes/; May 16 , 1995 . 



Trends in real factors in Indian agriculture are really .disturbing* 

Investment xn agriculture, after adjusting for inflation, has 
declining for more than a decade now. As a result, research and 


lopment in agriculture has 


uffered, development of irrigation 


lagged behind plan target 


and there ha 


area 


elds of wheat and rice have been going down 


even 


the weather unadjusted yields) they have 


true of foodgrain 


ear 


sugarcane and oilseeds also. But for several good 


cngriultural production would have 


uffered a 


may 


opinion, our strategy in respect of foodgrains 


sugar cane 


t of GATT accord should be loss minimisation. We 


i c and private wit hi t h e o b J e c t A v (•> 


investment, both 


w h i c h w i 1 1 n o w fa e c o m a m o r 


•i e n e e d for itia s s i v « 


should be directed more towards pr ogramiTie 


ening the line agencie 


research, e 


3. on 


on programiTies 


III the field 


hould be on improvement 


management 


ector, as defined above, will be a niajor 


a result of the GATT accord. It shou. 


hat a manifold rise in investment in the 


eimembe red 


the advent of green revolition technology, made only a iitinor ripjjlH in 
the long term trend in producion. Also, most of the crops, either 
because of variety or cost are not very competitive in the world 
market. And the world market for rice is very thin. Perhaps India cisn 





from a liberalised trade policy whereby it can time it 


in a manner that it can export expensive varietie 


varieties 


it can export when price 


are low« However, the 


ibility of India becomisig a iTiajor 


very promising 


■ie second, feature of the GATT accord 


al of promise for India. India enjoys comparat i ve .advanttige pef 


numbef 


commodities e.c 


tobacco, tea 


and, with proper investment and polic 


can tap a much wider market than hitherto po 


include CaStreatment of 


iduction of high value live stock (d) inf rastructure j <e) inadequate 


technology upgradation. Clearly 


ome 


ive investments. The 


rj o V e r nm e n 


exper lence 


•iat those who have succeeded have done 


econoiTf x e 


.'ernment 


0 further ease the inflow of foreign in 


also need to amend the land 


treatment of exports 


control 


he government must come out with a medium-term policy,, Similarly, on 
n f r a s t r o r 1 0, r e supp*ort, the government should annuuvice a sisi/d .luii! ts? ffi 
iscal policy <the five year tax break announced in the present budget 


not foe enough) 



. : 
liiil 


will flow under the right type of en'v i r onme 


regard. In case firf lunipy 


ng long gestation period 


gave rniTian 


seed money" or "endowmennt fund" 


the investment 


n merit must shift on th 


■•1 r e 


oncluded GATT accord on agricultu 


INDIAN AGRICULTURE AND THE COMPETITION IN THE WORLD MARKET 


Uruguay round of multilateral trade negotiation 


r seven years of protracted negotiations. As regards 


for Indian a>: 


g 3. ven 


ubsidies is negative because 


are far below the relevant international 


up port pric 


our minimum 


of the opinion that Indian 


the government i 


in a position of comparative advantage in the 


despite f ragmentation of land holding 


Sion. Wha.t needs to be done 


0 bring about a parity between domestic and internat ional f 


many economis 


under the Dunk el proposals have come under 


made to 


er; tent 


alcuLating or estimating 


13 1 1 u r 


and further eKamine whether Indian agr 


ve in the world foodg rains market or n 


measure of support has been con 


been estimated h 


:mmerc.e that the aggregate measure of support (AMS) to agricultu 
•idia is 5.S*/. and it will be lower if the exemption allowed fa 


ource poor farmers were taken into considera 
c-t,,.4v bv Ashok Gulati and Pradeep Sharma, 


income res 


ano the r 



AMS for 17 commodities was found to be Rs,f 151.03 


teiit of taxation ( both product and non-“produf:t 5 f>ecifir 


V? 1 M. 


agricultural output during the 19S6-87 to 1988-89 ba 


DO r i . Th sn' 


ommodities 


sugarcane and oilseed 


!"i CM 


s were 


that I'nd Ian 


a position of camparative advantage in the internatxo 


by NC AER a 1 s o c o n f i r m s t h i 


in a number of cereal 


■Fruit 


and health goods 


some 


I n t h e b a c k g r o u n d 


one need 


comment on their methodology and the conclusion drawn. Fir 


Commerce 


corn pu tat 1 on 


ommon in India 


ubsidisation of ari culture i 


unde rest imat e 


both product -and non-product 


irate farmers an th 


su bs id 


tirnate done by Y. K. Alagh and other 


higher than 407. and a 


I n d i a n a q r i c u 1 1 u r e 


Indian farmer i 


meet the challenges of global trade, pa,r t i n i ] ar ] y in dr 


and as farmer 


mon 0 


/ i e 1 d i n g an d multiple -- c r o p p i n g 


ification of Indian agriculture on a more sustainable patt 
maintained, India will have to continue with these subsidi 


i 1 s D q u a s t i a n a b 1 


as an index of subsidy in India i 


other counts and hence it cannot serve as 
nJ"RealitvV Rakesh Singh, The Economi c Time 


v«ir lous 
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bringisiy cdjou I pcu ity between dotiiestic and international prices O’f 
foodg rains. XL ignores the differences in the relative price strijcture, 
purchasing power disparity and the exchange rate systems,. Besides, it 
assumes complete market parity in agricultural systeifi across the world., 
It ignores the domestic su pi port pirovided to other' countric?s wftich 
ranges as high as 727 . in the case of Japan and 377 . in the case of U!- 5 *d 
and the European Community, and hence uses highly distorted bordfi 
prices for calculating AMB. Mow let us examine the issue of competitive 
ad van gt age in agricultural trade. According to the Commerce Ministry 
and other estimates, the Indian farmer is negatively subsidised i.e., 
net taxed. Hence, one can say that Indian major cereals are competitive 
in the world market and if the GATT accord is implemented, our 
foodgraiins exports will increase many times. In order to realise export 
advantages, we will have to sell our cereals in the international 
market. But before we start selling our cereal products in the 
international market, the fallowing points will have to be taken into 
cons iderat ion . 

There are number of studies which have attempted to estimate India’s 
food grains demand and these show a fairly surprising degree of 
consensus in placing elasticity of demand for foodg rains at 0.4y. . Given 
the falling public and private investment, high degree of f ragmentat ion 
of land holding, proper marketing, underdeveloped storage and 
transportation inf rastructure facility, will we be able to compete in 
the international food grains market? The answer to this requires a 

eras s c o a n t r y comparison of fertiliser c o n s u rn p t i o 1 1 p e i- ! i e i,. t a f e v i s -■=i 

vis agricultural productivity. "The US yield rates of cereals, pulses, 
sugarcane and potato are 2,5, 3, 1,2 and 2 times more than India’s , 
whereas US consumes only 43.4 kg of NPM per hectare compared to India’s 
comparison of 64.1 kg. Similarly, Canada, Argentina, Mexico ami 
Thailand, despite having a higher yield rate, consumes less amount of 


nutrient as compared to India. 



Yield rates of cereals ; pulses and potato are 3 
than those in India, whereas France consumes 3. 


9 and £* time 


than .India. Although Australia's cereal yield rate is lower than that 


fertiliser consumption i 


compared to 64.1 kg in .India (Source: EiPWl.Thu 


India dos 


■sn.joy 


tud i 


ubsidies would have us believe. J t 


u bs id ies 


the Uruguyr round would by and large rai 


M;h 1 ch const i tuts 


r e V e a 1 e d c o m p :s. r a t i v e 


would not be influenced be the outcoine of the Uruguay round 


urrentiy the net importer of oilseeds and edible oils. Henc;;: 


India will be worse 


ard to trade in these commodities 


■i value cereals and have treraendou 


f 1 or i culture 


3f horticulture 


will have to work out a strategy. Gwaminathan 


0 rt iurn 


n India. This may help vertical integration between 


Government, Corporate Sector and. the farmer groups while recognisi 


ds and the urgency to 


lomest i 


Farm subsidies in different forms are provid 


farm subsidies 


uri! total 


11 the countries in the world. The 


fair me rs 


in OECD economics leaped by 1E % to a record 


pr odu 


1990. Th 


00 billion dollars 


to fiirms 


of total 


a measure 


16*/. to 176 billion dollars, 44/. of the vai 
produced. In the per capita allocations, 



full time farmer 


in yearly production subsidie 


0 u t, s r i p fj i ti g J a |:) a n ( 


15.000) and the EC( ^ 12000). The 


extended by th€^ UE5 to -".omo 


a percentage of production was 51.527. in 


CO rn 


t in the world. The European Economic; 


i:: 0 (Timu n i 


annum, which accounts for nearly 0.757. of their GDP 


farmers had emerged as a potential 


port market in agricultural produce. Further 


meat and meat food 


antageous po 


There are also 


/ lower 


trict the US imports into the EEC. Hence 


fought to push the agriculture into the Uruguay Round in 


EEC market to the agricultural product 


withdrawal of all 


ranee. A meet in 


the Round to the conclusion collapsed over 


the Draft Document from the than Director 


•len catTie 


f GATT, Mr Arthur Dunkel, to provide 


c 0 m p r e h e n s i v e r e f o r m o f 


ulture 


The agreement was reached to redu 


ng countries are concerned, xney are rKunu 
ey eKceed 10 7. Of the value of agricultural production 
India has stated that the subsidies at present do no 
t prescribed by the GATT, and th(5re is no GATT induce 


The product 


to cut subsidies 


major crops, is negative and for 3 crops -- Ground nut, sugar cririf; rin'.'i 
tobacco is positive but less than '10%. Non— product subsidies are lesi" 
than 6% of the value of production. But still there is confusion .-of-ou t 
the methodology for estimation of farm subsidies. It is feared tiiot the 
slight variation in the method of ■ computat i on would push Ihs Ind ir. n 
farm subsidies above 10 X „ 

MARKET ACCESS n The Dunkel Draft proposed that the member coun tr le s 
should minimise the quantitative restrictions on export and impo! H of 
agricultural commodities. In our country, quantitative restrictions are 
pfcictised for controlling the amount of imports and exports which are 
to be replaced by imposing duties or tariffs under changed, situation. 
Under the proposal, all tariffs are to be reduced by 24 per cent in 
developing countries by the year SOOS- whereas developed countries will 
have to reduce such tariffs by 36 per cent. The reduction in tariffs 
will be applicable to all the member countries. Hence, developing 
countries, including India, will have opportunities to increase their 
e >i p 0 r t s b e c au s e t h e r eduction in i m p o r t d u t i e s w i 1 1 b e c: a m pi a r a t i v e 1 y 
higher in developed countries, making their product cheaper in 
developed countries. Under the international trade environment, India 
would be able to sell larger quantity of agricultural products. 

Apart from the reduction of tariffs there is a provision of market 
accessibility in the proposal. It connotes that member countries have 
to allow imports at the level of import during 1986-88. India is not 

going to suffer due to this clause since our imports stored 
increasing trend and the value of our Import increased from Rs. EES.4A 

billion in 1987-88 to RS. 431.93 billion in 1990-91. Ue 31 have 
opportunity to reduce our import by more than SO per Hnreover, 
there will be no chance of any forced import for India duo to the Gp-p 
negotiation since our present import is nearly double of the import al 


SS level. 






insignificant imports taking place a.fter 


mp no 


member countries will have to 


hed upto the level of E per cent GDP in de v;:' In pi 


ent in developed countries. India 


find 


not gi'.rir'i'j 


influenced from this provision also since our import i 


est irsta’!' t?i'! t 


10 per cent of our GDP. Qur country would no 


increase imports to meet the requirement under GA 


aq I' eeifii-n's t 


would have leverage to reduce our iinports by more- t!iar> 


ent for meeting required level of imports of 2 per cent of GDP 


we can escape from these forced imports 


exemptions given to these countries having balance of 


having unfavourable bcrlance of payment 


ing import 


would not have to tariffy for 


needed 


TRIPS (TRADE RELATED INTELLECTUAL PROPERTY RIGHTS) T There are seven 


trade marks 


g e 0 g r a p i c a 1 i rt d i c a. t i o r» s a n d 


at ent 


ou r 


Imost similar with those operating in the world. It i 


f) n c e b e t w e e rr t !"i e n o r rn s a ti d 


ated in the Dunkel Draft and the Indian PaLenls Act 


really an incentive for the scientists 


i 0 n c s a n >1 e n g a g g d 


are devoted to the field of 




have e 


but Europe 


Eu r ope 


system has been opE?!- 


nee 196 -i. They have an organisation, namely UPOV (l?n:i.on pour le 
?:-otection des obtentions vegetals) for monitoring the pU-.nt h r p ed r r c 
f'-ights. After the introduction of plant breeders right, most of not 
importing European countries now became net rxpor^. vr n • . • • 
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produce. Hence, it may be said that the introduction of IPR had not any 
adverse effect on agricultural development in India also.. 


The provision of patenting of seeds and plants under the Fd gbtf Pour;;! 
of GA1 i negotictt ion would restrict the Indian breeders wi'Ui i -nj'.H * t <* 
copying those seeds and multiplying them on their own fariTis with vi. n 
of selling them within the country. It would adusr^iely ■jffnct, 
interest of plant breeders who believe largely on copying the research 
work dons in developed countries, but they form a mi croa c.o pi cal 1 y small 
segment of the Indian breeders community. There are large number of 
plant breeders who are working on indigenous materials to generate 
appropr iate technologies for different locations. It is also worth 
mentioning that the research efforts of developed countries are now 
focussed on high value crops. There is little research being done by 
these countries on pulses, cotton, oilseeds and cereals which are the 
major cropis grown in India. Hence, Indian scientists should, engage 
themselves to evolve improved varieties of these crops, part i cuiar ly 
suitable for rainfed and moisture stress situations. There is no bar to 


e VO 1 ve var ie 

ties tc 

) export 

0 r i anted 

crops 

vegetablesy e 

tc., since we hav 

a huge germ 

plan 

»::rops in our 

count ry , 

, When new 

varieties 

are e 

c Q 11 !‘i t f y 1 0 0 c: 

an earn 

profit by 

exporting 

them 

The int rodiic 

tion of 

IPR may 

lead to an 

i n c: r b 


G f S e £? d S 

of high quality. But the incremental increase in the cost of seeds 
would be much lower than the value of increased production due to neiv 
varieties. The proportion of seed cost varies from 2 to 10 per cent of 
total cost of cultivation, hence, an increase in price of seeds may net 
affect much on cost structure of crop production. The Indian farmorn 
are wise and they cannot be attracted to any new technology., Including 
seeds if n-.argin over the old one is not more than 30 p*. r cent. Mnr.cs 
v;..r tc farmers would outweigh! the s.;.-.-...; ■... : ■■■ ■ r ■■ -fu-Jr 



iculture. It would lead to d i sroant 1. irtg r f r i 


ov Indian 


1- y O’f new varieties. Majority of 


our farrrif.- r*-) fr;- (ioi.i'jl;. 


poor but they do not hesitate in making investment on e c ntjorni cij 'J 1 ” 


? n e f i c i a 1 t s c h n a 1 o g y . 


As par article 27 of TRIPS in the Eighth Round of fiATT jr-'gc't, : \ 
there is no provision for the P'^^tenting of plants and an iiria'' •? ,, Fa i me i 


also allowed to save seeds for noKt year crop. The riglit of farniftrs 


and breeders to use and reuse patented seed materials 


it threats itcd 


ince the Government too has the authority to build 


adequat e 


There is a general feeling that the multi-national corporc-tc; sec to 


will capture the Indian seed market but this fear is not based on any 


fact. In this context? the case of Pioneer seeds? Cargil seeds and 


sando 2 seeds are worth mentioning. These companies have been operating 


in our country since long but these companies are yet to make any 


significant dent in Indian Seed market. 


gain in agriculture sector? India will be benefited 


through agreement on the rriovement of scientific personnel, including 


.entists which will allow our professional to travel 


freely to the developed world to provide services on short term basis 


The unilateral trade action of the U.S.A. and oth€?r giants of worF 


trade will also be curbed. The section 301 will remain :i ri th( 


statute book but it cannot be used in areas which come under the Eigh1 


ound of GATT aigreement. 


dispute relating to clauses of this agreement will have 


■ rough the mu 1 1 i lateral dispute settlement procedure. Ail th: 


ill am be r 


suntries are expected to follow the theory of corfiparat j vo advantage to 
icreaiaS the benefits under changed situation. It iiiay be said i.hat tin,! 
irrent GATT negotiation will facilitate our mission of globalisation 


procurement prices and cantrc'i 


CJ'Jfii' 


P 


in the form of subsidies, 
movem£M'it of agricultural produce in the country 
agriculture from £j 11 <srtifictal restrictions 
agricultural income but also provide incentive 


. Thus, the fres'iTjg of 
will not. ii’niy ra:i 'He 
far moi'i:.' i n ve --l, ■•m' mI |(. 


the farm sector. Now there is an urgent need to implement the Eighth 
Round negotiation of GATT right perspective without giving any 
political tings and work hard unitedly to reap the mriift liuiin pn 3 •; j h 1 a 


benefits through international trade. 

From the Indian perspective, the Dunkel Draft is a miKsd bag with 
positive as M,'ell as negative points on balance the positive pointE'. 
outweigh the negative points. The different aspects of Dunkel Draft on 
agriculture can be better analysed after taking into consideration of 


its plus and minus points. 


PLUS POINTS s 1. It seeks to integrate agriculture in GATT through 
specific binding commitments on market access, domestic support cuid 
e K p o r t c 0 m p e t i t i 0 n . E. 1 n vest m e n t 5 ti b s i d i e s t o a g r i c u ], t u r e i n 
developing countries and agricultural input subsidies to low income or 
resource-poor farmers in developing countrie's are SKerriptsd from 
domestic: support reduction, (3) Developing countries with aggregate 

support 1 1 of upto -10 per cent individual products liave no 
reduction commitments for product-specific support, C4) Th(?re will be? 
tarriff ication of border measures. Custom duties will be reduced un a 
simple average basis by 36 per cent with a minimum rate of redu c 1 ion 0 P 
15 per cent for each tariff line. (5)E;<port suhs idi t-s will have 
reduction commitments of 36 per cent on budgetory outlays -and T-l lar 
cent on quantities. For developing countries the commitments w::. 11 bv 
24 per cent and 16 per cent respectively, to be implemented by tta' yvsr 
2005, < 6 ) Domestic support will be reduced by 20 per cent. Develop iny 

countries with balance of payments problems do not have tarr iff ;i, t.at ion 

.. . hindino on tariffs and (7) Pref rent lal 

commitments, ceiling binding on varxrr-:. 



anitary and phyto sanitary sm :•■ ■■ •"u t' • , 


a developing country 


impo r 


MINUS POINTS 


ri cultural 


income or resource-poor farmer 


through the Public Distrihuti on E 


from reduction commitment 


-are gran tod f 


support and payments under regirma, J 


commun i 


is more than 10 per ctmt, developing countries ha 


D reduce domestic support by 13 per cent by 2005, ( 


will be made at not les 


than current 


and ( 6 ) Re q u i r e m e n t s concerning f : u r r e n t a c ce s 


and minimum acce 


SUMMING UP 


impose 


conjure up 


Indi ar 


Round or 


3. d t h a t t !"i e n e g o t i a t ion 


it cannot be gain 


Shel te red 


to undergo 


the wide ranging benefits accruing out of Urugua 


et us wait and watch how doe 


Indi a 


ljust to the new situation. The tone and of Ihi 


but to the whole 


'■iC -J] d 


the Government csf lud 
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due attention on the following aspects. (1? fl wei 

agricultural policy which is growth oriented, 

8K po r t-*o r i entrCfd is .needed, to . be. fraiiied.. (c-’ 
amenid the Acir i cultural Land Ceiling Actf». 


a f ri'ter 


h Cl 1 d 1 ri g n e e d s i o b e i rri p 1 © m a n tad with v i g o li r j. n t h a c a 1 1 ri t r y « ( .4 ) 

Agricultural sector should be given the status of an industry in tc'rra? 
of price fixation of the produce, provision of l-iuiiget u i y 
credit, power, transport and export facilities, (5) Pro cu r eruont c f itn rif. 
prc.idu.i.w T Q t public distribution should be the exclusivs c on re n'l of 
Government and the farmer should not be made, by regulalio?! to ".oil !iis 
produce at a price fixed by the Government, 16 ) Creation of 
i nf !' as 1 1 ' u t. lu t a I facilities to augment production, processing, storagf?, 
marketing, and transportation should be made available <7) Bank credit 
for the agricultural sector should be stepped up considerably (fi) 
Irrigation policy should bs amended in the light of latest technology, 
(9) Fertilizer consumption should be promoted to increase production to 
meet the increasing domestic requirements and for promotion of 
exports, (10) Unnecessary conditions on imports of farm machineries, 
seeds, plants and other inputs should be removed without any delay, (11) 
Export procedure should be rationalised and simplified in the light of 
GATT agreement and (1S) Biotechnology should be prnniDt I'd in tim country 
on a massive scale to tackle various problems afflicting Indian 
aq r i cu 1 tu. re . 


It is beyond doubts that if India implements the provisions of GATT 
agree ri! e n t w i t h a b solute care c au t i o n , i t w ill g a i r i s i g n i f i c a ri 1 1 > 
through increased exports. The time has really come to joirs hands with 
World. Trade Organisation and make India, as one of the most 
economically sound countries. We hope that Indio will lod lonw t !,.■ 
T-ace of economic develop*ment in which more than hutsdi cnj count i lea luavc: 
participated by signing the draft projected fay Mt . Arthur Dun la I . 

THE URUCiUAY ROUND & AFTER ‘ In fine it may be .iOid Ihii. I 

adjustment .and trade liberalisation are matters of inimo" ait*.- aii.i deef 
concern for all those interested in economic devo.l opmcut . An-* the d, 
size of India’s agricultural sector and the imporlanco ol aj r i a.,,3 1 ; 
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products in its consumer budget enhance the impact ,m the- r c* •wruy 
both agricultural performance and agr i cu Itural policy. Jn addition, t n-.:.' 
bulk uf the fjoof cU e in rural areas and are dependent on ng r i cu ii 'm ■* . 
Conseguejit i y , acjricul lural policy and perf oriTiance i'lavo Peon 
conce I' !is iot Indian policy markers. The agriculture sector hai; long be-::! 
under the government’s protective cover in develorang ctMin m e,. - this 
is true o4 India ais well -- but now, the Urugua*y Round hor, tried to opcri 
a new area of agro-exports, which has important implications for India 
in view of its comparative advaintage in several agro-prcMluf ts , 

'I’hi' question thait emerges is s Will India’s natural competitive 
advantages be enough to battle the acquired, and often induced, 
competitive advantages of the developed countries tiiese acquired and 
induced advantatges are related to the developed countries irrimense 
te chno 1 og i cal and inf rastructuratl advancements. The concept of 
comparative advantage has definitely undergone a change from the days 
of David Ricardo and Heckcher and Ohlin, when comparat i v' advantage w.,'b 
more due to factors of land, labour, natural resource's and cifdt.il. Ttu' 
basic postulates behind the optimism emanating from the GATT provisions 
of Harket Access for the export of' farm products has also been 
eKaiTiined. It is generally perceived that the increased market access 
will automatically expand the export market for Indian farm products, 
and that India, which is one of the large producers of certain farm 
products, will automati cal ly get the lion's share of global expoi Is in 
those commodities. But this perception is misplaced. "The so-ral 1 .'d 
•surplus,’ "it is argued is one of the articles, "is duo to lad; .vf 
purchasing power of the domestic consumers, lixpoit promotion i 3 i. i c :, 
in respect of these commodities, without a quantum jump :i n pi oduct :i nn 
may lead to increased export at the cost of deprivation and 
malnutrition of the domestic consumers." It has bJsd hr* ;, b, ■..u.ght -t 
in that acute shortage of -cold storage, transportation (all-wnathoi 
roads), electricity, credit and other facilities, not only at the Ir e" 


m 
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of p f u t, e s ^5 i. n g c\nd packt^ging , but also at the place of production; wou ld 
be a Liig haTsdiLap for Xndian farmers. Therefore » Indiavt' t prf.?"(?Tit 
strength and futures capability in relation to its coiiifu't j. 1 ir.. i ixh.. 
than mere access would determine its actual share in tho pr.jnrt id '..w !■;. 1 , „ 



Another factor is the quality of farm products. RernntJy, Indinn 
mangoes were rejected by Japanese importers due to the 
organic/inorganic residues on the mango skin. So the big hype for 
iricreaised market access for Indian agroproducts would be meaningless 
unless Indian producers confirm to international s sanitary and phyto™ 
sanitary standards, processing and packaging spec if i cations etc. This 
eKercise would entail greatly increased investment in so ph is t i cat€»d , 
modern technologies, which will whittle down the cost advantage enjoyed 
currently by Indian farm products. The Indian government, too, might 
have to pitch in with resourcetj, given the negative aggregc^te measure 
of support (AME3) enjoyed bylndian farmers. So where are we? Jn > ■.■jpro- 
sum game? 


Slubsidies have long played an important role in governing internati onal 
trade in agriculture Developing countries have generally subsidised 
their industries on grounds of infant industry pr otticti on , while- 
developed countries have done so to protect the foreign marixet shares 


0 f t h e i r t r ad i t i 0 n a 1 e k p 0 r t orient e d i n d u s t r i. e s . 

The GATT provisions, which oblige contracting nation's to bring 
subsidies to a level, and which are intended to gi.u Mq....-! ...g-iu! ■ i/nn 1 .■ 

to all nations, have already been discussed earlier. 

Trade in Agriculture thus explains the concepts ,„f ,g i J r 


competitiveness in simple language, which should enliarsiu- 
lay readers as well. However— 'may be, because it is 
symposium - it fails to address some of the key issues 
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agricultural policy reform. 
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lyWARY OF findings , CONCLUSIONS AND SUGGESTIONS 

EVALUAIION of govern ment agricultural price Pnj_T£Y i p,,.,ce policy,. 

whethef of agricultural products or of manufactures , i f o rrnul at f^d 
keeping in view some objectives. The objective of atability :i .3, 
perhaps, the most important one, more so, in agriculture, where due to 


strong natural factor, serious fluctuations c 


an occur. DraviXi c and 


fieguent fluctuations are deterrent to the p»roduction incerilive ("UiCi 
rvisult into considerable uncertainity. Gove rniiient * s agricultural price 
policy in India, is designed by the Agri cultural Price Commission CAPO 
wiiicli after taking note of the cost of production fixes procu rement 
prices and minimum support prices of different ag ri cu Itur al 
commodities. Procurement prices are those at which the Government 
procures surplus grain from the farmers and support prices are those at 


which the Government is bound to purchase the surplus grain if 


prices 


fall below the minimum level. However, the effectiveness of these 
prices is determined by the level of implementation. Many a time what 
has been happening is that the level of implementation would reniain 
below expectation and there would arise differences between the actual 
procurement prices and the effective market prices. These differences, 
sometimes, have been found to be so substantial that it has affected 
adversely the market arrivals. Such ineffective iniplementat ion and 
regulation of prices, even now, leads to fluctuations in ag r i cu. Itural. 
prices which are not desirable. 


■ 


The princip-al objectives of the agricultural price policy are to step 
up agricultural production, prevent excessive rise in prices and 
stabilise both seasonal and annual price fluctuations, 1 he main 
objective of the thesis is to study the trends in prices of foodgrains 
during the Planning period the impact of efforts to stabilise prices on 
the stability of prices and on the incomes of fanners producing 
foodgrains and to draw inferences for policy formulation. In addition 
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to analysing and eisamining the price trends and policies of foodgrairis 
in India, an attempt is also made to critically review the policies and 
to offer some guidelines for future policy on the basis of the 
o bse f vat i ons and suggest policy ref ormulations and alternative 
strategiet"! - ’the study has been conducted in a systeroatic rriauner foy 
setting up app>rapriate hypotheses adopting suitable theorat i, c -al 
framework and employing statistical tools of analysis and logical 
methods to analyse the issue in the thesis « 

"Ihe prices of foodgrains play ctn important role not only in influencing 
the production decisions of the farmers but also in determining the 
deriiand conditions for foodgrains. As discussed earlier, rapid increase 
in population is the primary factor which determines the demand for 
food. Moreover, a rise in per caipita income is also associated with a 
substantial rise in the demand for food. Hence, income elasticity of 
demand for food is cofiiparati vely high in India. Moreover, high prices 
result in consumption of food below nutritional requirement, thereby 
leading to ill-health and low productivity. 

The relative levels of foodgrains prices influence the allocation of 
P'f" cid. cu t i on resources and the level and piattern of food pirodu t.t iott. 

I 

Price r e i at i on s h i P'S effect relative prof itability and ecoiioinic 
incentives. A dynai'iiic price policy p>lays an iniportant lole in 
mode r n i sat i on and in augmentation of food production. It is also found 
that an element of uncertaini ty in prices, affects the foodgrains 
productin. An effective price stabilisation programme is called for, 
for dealing with such an unpredictable situation. 

The scope of the study is confined only to the planning era. The study 
has been organised into nine chapters. First chapter is introductory. 
Second chapter has reviewed the existing literature on the subject. The 
third chapter deals with the historic perspective of the availability 
of foodgrains. level of production, variations in prices and prevalent 
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policies since 1951 to Eighth Planned period. The fourth chapter i« 


* 1 * ^ .»! ■ 








extern, auring the annual plans of 1966-67 to 1968-69. The continuous 
increase in prices is noticed during the seventh five Year Plan, two 
annual plans and also during the period of eighth plan period upto 
.■j 994 ... 95 ^ Poj, first two decades of 40 years - period of study, 

statistically the rate of increase in the price levels is found to be 
more or less same. However, the rate of increase in the levels of 
prices during the decade of eighties found to be statistical ly higher 
than during the previous twenty years. 

It is found that prices of pulses were highly unstable compared to 
those of cereals and all other categories of commodities. However, wide 
fluctuations in the price indices of pulses do not have much impact on 
the general level of prices, for the weightage assigned to the pulses 
in the construction of wholesale price index of all commodities 
happ>ens to be very low. The annual rate of increase in the wholesale 
price index of all commodities is about 6 per cent. But, the annual 
rate of increase in the prices of pulses is about 7.6 per cent. 

The result have shown that the rate of general price level was stable 
until 1970 (4.35 per cent until 1969-70 and there after 5.78) and the 
rate was higher during the seventies. Thus the so-called initial 
declining trends in the price levels during the first plan period are 
not significant taking the overall trends in the price level into 
consideration. Our study has disclosed that the wholesale price index 
of primary articles had also increased at an accelerated rate during 

the seventies-eighties. 

The rate of increase was mors or less same in the case of wholesale 
price index of foodgrains during the period under review, but the 
declining trend during the initial period has not been found to be 
significant. However, it is interesting to note that during seventies 
eighties, the level of foodgrains increased at the same rate at which 
it in creased during the period 1950-51 to T?/;'.-';-',- G .. 


The increase in wholesale price index of cereals was significant only 
marginally <0.05) during the period under review, but the rate of 
increase in the prices <7.6 per cent) of pulses was much more than that 
of the cereals, food articles and entire commodity basket. It is also 
found that in contrast to a 1.43 per cent increase in the average 
annual rate of inflation during the period 1970-71 to 79-80, the 
increase in the rate average annual increase in the wholesale price 
index of foodgrains, food articles and primary articles are above the 
rate of increase in the general price level, during both the periods. 

During the decade of fifties, the average level of wholesale price 
index of pulses was lower than that of all commodities by 7.5 
percentage points. The wholesale price index of pulses exhibited a 
greater degree of instability during the period compared to cereals. 

During the- sixties, the price indices of foodgrains and cereals were 
marginally greater than that of wholesale price index of all 
commodities. But, the price index of pulses was more than of all 
commodities even though they were less during the fifties. During 
seventies, the price index of pulses increased more rapidly than the 
general price index even though the increase in cereal prices was more 
or less in conformity with the increase in the general price level. 

An attempt is also made in the study to identify some of the cruciafale 
variables that influence the production of foodgrains. Our analysis has 
shown that price of foodgrains has a significant role in the 
determination of foodgrains production. An expectation of increase i In 
foodgrains prices is likely to lead to an enlargement of production of 
foodgrains. It can also be inferred that foodgrains production in India 
is becoming market oriented despite low price elasticity of foodgrains 


product ion . 
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Contf'cSi^y to popular belief, our analysis has not shown significant 
changes with regard to' the impact of monsoon on agricultural 
production. However, this result may be due to certain deficiencies 
involved in the construction of the indeK numbers of rainfall as done 
in this stud y . 

Our analysis on production of cereals disclosed that the production of 
cereals is guided not by the cropping intensity which is related to 
irrigation availability, adequacy of rainfall, but also by the price 
expectations. It follows that the prices of cereals have an important 
effect on the production of cereals. 

With regard to pulses, the var iables-index numbers of net sown area, 
index numbers of cropping intensity and index numbers of cropping 
piattrern possesses statistically significant parameters. Moreover, 
index numbers of net sown area and index numbers of cropping pattern 
possess negative signs contrary to"a priori" expectations. 

The demand for foodgrains depends upon the level of income, the prices 
of substitutes, tastes and preference. People who can afford to buy a 
commodity at a higher price consume the commodity and other go without 
it. Demand for foodgrains moves in the same direction in which the 
income moves and the opposite direction of the movement price. 

As regards the impact of variations in the general price level on the 

demand for foodgrains the estimated parameters of the variable is not 

statistically significant. 

The inelasticity of demand for foodgrains with reference to foodgrain 

prices indicates the importance of foodgrains as a basic necessity. One 

per cent increase or decrease in the .wholesale price index of 

„ , 1 . • 1 P<sa than one per cent (0.2433 per cent) 

foodgrains brings about less unan oi « i- 

. thD H#»mand for foodgrains. Moreover, one per 

decrease or increase in the demana to j 

index numbers of real v; b. 1 .t f; .v-v. 1 ue leads to as 
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much ■as 0.4145' per cent increase in demand for foodgrains. A large 
segment of Indian population manages to survive on a meagre quanturri of 
foodgrains consumption leading to malnutrit ion . 


With regard to cereals, the income elasticity of demand for cereals is 
0.4288 and price elasticity is - 01549. The price elasticity of demand 
for cereals indicates that one percent variation in the price if 
cereals brings about only 0.1549% variation in the demand for cereals, 
in the opposite direction. The empirical result that the estimated 
parameter of the variable - wholesale price index number of pulses - in 
the demand equation for cereals is statistically not significant goes 
to show that there is no substitution between the consumption of 
cereals and pulses on account of variation in their prices. This is 
only an indirect and tentative conclusion. 

The explanatory power of the estimated functions of pulses is high 
compared to those of the estimated demand functions for foodgrains and 
cereals. One percent increase or decrease in the index numbers of real 
national income brings about an increase or decrease of 0.29967. in the 
demand for pulses. In response to one percent variation in the 
wholesale prices index number of pulses, the demand for pulses varies 
by 0.38317. in the opposite direction. 

Our analysis has shown that the income elasticity of demand for cereals 
is more than that of the demand for pulses, thereby indicating that a 
given consumption of cereals than in the income level lead to much 
larger increase in the consumption of cereals than in that of pulses. 
On the contrary, the price elasticity of demand for pulses is more than 
that of the demand for cereals. It follows that the impact of price 
variations of pulses in the consumption of pulses is more than that of 

, ^ inn of ereals on cereals consumption. High 
equivalent price variation ot 

prices of pulses make theiT consuumption prohibitive and thereby lead 
to deficiencies in meeting protein requirement of the population. 



•Jhile preparing a document like price policy it has to he kept in view 


that the benfits percolate to all sections of farm population. Usually 
it has come to notice that the benifits accrue more to large f arme rs 
than to small frmers. Large farmers have better access to inputs and 
they generate more marketable surplus compared to small farmers who do 
Tot enjoy that access to inputs even the system of procurement is such 
that the small farmer is not reached in his own village. The Government 
aperates through private commission agents and does not enter the open 
market. In some cases, it has also been noted that large farmers hold 
back their surplus and sell it at a higher price sometimes later in 
the open market. This benefit does not accrue to small farmers who are 
in greater need of cash and sell their surplus through procurement 
channel only. Strong regulatory measures are, therefore, required in 
this regard so that incentives are provided to both large and small 
farmers in adequate measures. 


An agricultural price policy should also provide safeguards to the 
consumers and one of the ways to do so is through proper public, 
d i st r i fout i on system. As such a public distribution system should 
provide for adequate food through fair price shops to meet the 
r squ, i r ements of the vulnerable sections of the society, should includes 
ali the major crops and should reach the rural depressed section. It 
may as noted that our public distribution system flops on all these 
counts. Sales are often inadequate* mainly rice and wheat are covered 
' c nr’ ir. :| other inferior grains which form the food for the poof and 
also dess not cover all the rural poor population. 

Procurement prices have been raised year after year and agriculture 
forming the dominate sector in the economy, the general price level 
been moving up in full sympathy with the trend in procurement price. 
As such, these prices tend to be inflationary. It has been observed 


V higher, procurement prices in the previous years have enhanced th€ 
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Foodg rains production came down to 105.2 million tonnes in 1971-72. 
NeKt in 1972-73 foodgrains production sharply fell to 97.2 million 
tonnes. An acute shrtage of foodgrains raised food prices sharply and 
aggravated the inflationary sitution. Incidentally, it should be noted 
that agricultural production as a whole kept in line with the Fourth 
Plan projections in the first two years of the plan. The fourth plan 
envisaged a 5"/. annual rate of growth for the agricultural sector. The 
total foodgrains production was 104.6 million tonnes during 1973-74. In 
short, the fourth plan witnessed a growth rate around 37. per annum in 
the agricultural sector. In 1974--75 foodgrains production fell to 99.8 
million tonnes. 1975-76 was a good year and we produced 121 million 
tonnes of foodgrains. But mainly due to an erratic monsoon the 
foodgrains production in 1976-77 fell to 111.2 million tonnes which 
meant that there was shortfall of about 10 million tonnes compared to 
1975-76. But in 1977-78, because of fovourabie weather conditions, 
agricultural! production received a big boost and foodgrains production 
was as high as 126.4 million tonnes ( including an excellent rice 
production of 50 million tonnes). In fact, in the last year of the 
Fifth Plan (i.e., 1977-78) we exceeded the Plan target for foodgrains 
production which was fixed at 1Ei5 million tonnes. In 1978-79 we could 
produce 131.9 million tonnes of foodgrains. After the bumper crops 
during 1977‘'-78 and 1978-79 (i.e., two years in succession), we faced 
severe drought conditions in main parts of the country during 1979-SO. 
As a. result, production of foodgrains fell from the high figure of 
131.9 million tonnes in 1978-79 to 108.9 million tonnes during 1979-80. 

In 1980-81 foodgrains production showed a marked improvement and stood 
at 129.6 million tonnes. In 1981-82 we produced 133.1 rnillioh tonnes of 
foodgrains. But, production came down to the low figure of 126.9 
million tonnes in 1982-83. As a result of favourable weather 
cc-ns-’i ii'.'.Tic, . we achieved in 1983-84 a record production of 152.4 mi 11 ion 


tonnes which was quite close to the Si:<th Plan''s target of foodgrains 
production- In fact, the Sixth Plan target of foodgrains production 
stood at 153.6 niillion tonnes. But due to severe drought conditions in 
various parts of country, the output of foodgrains recorded a fall of 
about 4X during 1984-85 and stood at 146.2 million tonnes . Mainly due 
to the fall in foodgrains production and a generally poor performance 
of the agricultural sector during 1984-85, the national income growth 
rate was 3,5% when the average growth rate during the Sixth Plan period 
stood at 5.3 percent. The foodgrains output in 1985-86 was 151 million 
tonnes, as against the Seventh Plan’s target which ranged between 178 
to 183 million tonnes. In 1989-90 when the Seventh Plan ended, 
foodgrains production stood at 171 million tonnes. In the first year of 
the Eighth Five Year Plan (1991-92) the foodgrains production is 
estimated to be 172.5 million tonnes as against the target of producing 
210 million tonnes by the end of the plan period ( i.e., in 1996-97). 


Indian Agricultural Planners should remember that, during the first 
three and a half (35 year) decades of the Indian planning experiment, 
institutional changes in agriculture were not quite up to the mark and 
as a result of this, though the theoretical structure of compe rhensi ve 
agricultural planning was available in the plans, it could not be piut 
into pifactice. What is urgently needed in the spihere of agricultural 
planning is an effective transf ormation of the social structure into an 
institutional framework which would apip'reciably increase agricultural 
productivity. For this purpose, coirtprehens i ve organizational effort, 
thorough teamwork and effective follow up arrangements are absolutely 
essential. As the reorganisation problem was not thofoughly tackled at 
the grass roots, one or two irregular monsoons could upset our 
performance on the agricultural front inspite of the fact that a Careen 
devolution has occurred in Punjab, Haryana and adjacetit areas. A case 
the sliding down of foodgrains production from 15S.4 


point is 


tonnes to -146.2 million tonnes in the last year of the Sixth 
Plan mainly due to the failure of monsoon in certain parts of the 
country. The Government should realize the urgency of the agricultural 
reorganization problem and draw up a new agrarian policy, based on 
thorough institutional changes, for the "dynamization" of the rural 
sector. A Crop Insurance programme should also safeguard the farmers 
against crop failures. 

SUMMARY OF PROPOSALS s Let us now summarize our policy proposals. (-1) A 
system of buffer stock operations should be evolved as soon as possible 
in such way that fluctuations around the trend are evened out, but the 
trend itself is not interfered with. The operations are meaningful only 
in the context of a free market. <2> Though buffer stock operations, as 
per the method sugguested, do not necessarily require announcement of 
ceiling and floor prices, it is necessary to announce in advance 
minimum support or guaranteed prices based on the average price of the 
last 3 years. If the stocks purchased under this scheme are more or 
less than required under the buffer stock operations scheme, the 
difference can be made good by sale or purchase respectively in the 
open market. (3) Vulnerable classes of population need to be protected 
against high food prices. Buffer stock operations do not meet their 
i-nterssts in so far as they do not affect the trend of prices. Grains 
for these classes can be secured either by pirocurement through ofseii 
market p>ufchases which are then to be sold at a subsidy financed by 
general revenues or, by compulsory procurement of part of marketable 
surplus from farmers, at less than market p<rices. The latter amounts to 
& cisguised taxation on food producers, but it is arbitrary or 
;squitable in incidence and may discourage the pirogress of affected 
"ops. A rational and progressive tax structure for rural areas has to 
s soon evolved, p^art of the proceeds of which could finance the cost 
■' subsidised public distribution based on open market purchases. <|) 






The failure to evolve the institutions of buffer stock operations has 



been only a manif estation of a major characteristic of policy in the 


past 


its adhoc nature, the tendendcy to react to a situation 


impulsively without a stable and long term policy in view and without 
much thought to all implications and consequences of actions taken. Of 
course there has been a considerable change in such attitude after 
1964 , with the setting up of Agricultural Prices Commission and the 
Food Corporation of India which are expected to promote a long-term 
policy. But vestiges of the past still continue and the A,P.C» have not 
been bold enough to come out against them which may only be obsessions 
or pet ideas of the governments - Central or State. These are the 
polices of working the so-called National Food Budget through 
compulsory procurement and Zonal restrictions. Even here especially in 
the case of sonas, there have been too many shifts in their pattern and 
the habit of trial and error (the same trials and the same errors) 

which characterized the past continues today. Lot of dust has been 

raised recently with the recommendation of A.P.C. to lower procurement 
prices. That this recommendation has not been accepted by the States 
has raised several protests. The whole problem need not have been there 
at all. There have been several assumptions in this controversy! that 
it is our sacred duty to continue with compulsory procurementp that 
''■■blic distibution for which this procurement is needed shall 
ontinue to be as extensive as before? and that it is the procurement 
prices which affect in a big way the general price level and the cost 
living. There is no need for any of these assumptions and tli« 
procurement could be and should be at market prices coupled with « 
heme of floor prices and buffer stock operaions. 

' 3 ci -u'zsurss in India have never gone so far as to eliminate fre( 

market forces. This is so in spite of the zonal restrictions 

mpulsory procurement, monopoly procurement in some states, arn 



powe r fu 


' SUGG E5TI0NS FOR FUTURE POLICY s Befor 
‘ ■;iendat, i on s for future' policy;., it is 


" ■■ r B g a r d i n g f o o d g r a i n ' 


1951--97).. ' The F^lanning Commission ha.s ri^ 
-sts a big gap between production potent; 


C . N.Vaki, luand P.R. Brahmanand, P.lanrn.ng 




« 


S55 . . 


Voiirioi-is cfQps ' snd tfhst it is nscsss^ry snci should b© possibl© to 
bridge this gap. 

The Plan document lays special emphasis on the production, distribution 
maarketing and pricing of pulses. The Plan document concedes the 
extremely poor rate of growth of pulses production. However, " 
recognising the importance of the pulses in the diet of the people and 
with a view to filling up the gap between its demand and supply sind the 
scope for import being limited, a special thrust on raising pulse 
production has been given during the Planning Period. The stratetgy for- 
achieving this increase in production will consist of (1) introduction 
of pulse crops in irrigated farming systems (2) bring additional, area 
under <i) short duration varieties of urd. moong etc. in rice follows 
by utilising the residual moisture in rabi season? and (ii) in summer- 
season with irrigation after oil seeds, sugarcane, potatq and wheat? 
(3) inter-cropping of arhar in soyabean, bajra, cotton, sugarcane and | 
groundnut both under irrigation and unirrigated conditions? <4) 
multiplication sind use of improved pulse seeds (5) adoption of plant ; 
protection measures? (6) use of phosphatic fertilisers and rhisofaial 
culture (7) improved post-harvest technology (8) public piolices ; 

including pricing and marketing of pulses? and (9) organisation of 
"pulse crof> villauges" in various blocks both in irrigated and rainfed 
areas in order to promote an integrated approach to production, 
procurement and marketing of pulse crops based on the bast available 

know-how. 

In this thesis, a well argued case has been made for incentive producer 
price to boost production and these should be in real terms i.a., the; 
ratio of prices received and paid by farmers should induce greater- 
production. If production expands through high support prices 

employment and income will also increase simultaneously. But, this may 
SOURCE s Based on the documents of Five Year Plans < 1955 -1-1997) . 



without consumer subsidy and thereby reduce 


increase 


effective food supply for both the urban and rural poor 


net purchasers of food. In view of thi 


the question of offering 


ubsidy in our country may also explored 


consumer 


or this purpose, as 


ubsidies may be given to those food stuffs 


consumer 


in India which are consumed by the poor in 


greater quant i tie 


ifole preferred cereals like rice should be 


channelled through the open market for consumer price stabi 1 isat ion 


rather than subsidised public food distribution. Secondly, as a long 


cost of calories from variou 


term objective 


food items 


worked out first 


and on the basis of which a price policy may be 


developed that supports the consumer particularly tho 


e belonging to 


weaker sections in obtaining adequate calories from the cheaper 


sources. This may also provide the necessary nutritional foia 


foodgrains policy and reduce subsidy expenditure on the part of the 


government 


Additional employment and income for rural poor may be of greater 


advantage than food subsidy under the publi 


d i s t r i bu t i on 


Releasing public stocks for open market supplies so that greater price 


stability i 


maintained 


while funds earmarked for sub 


reallocated for rural income and employment generation and building of 


production and erriployirient 


inf rastructure that directly support 


opportunities for the rural poor may be considerd. Rural work 


programmes may be made more effective in enhancing food supply and 


improving the distribution thereof 


the available rural credit is 


been observed that 


monopolised by the better-off sections of the community. Small farmers 
require credit to release their land and other assets which are 
mortgaged to the village money lenders or landlords. A need has arisen 
to give consumption credit lit 'lean months and during harvest failures 



Under multiple 


ropping system, greater protection for more labour 


intensive crops and reduced price incentive 


for me chan i sat i 


necessary to increase employment potential. Switch over to 


vairit ie 


may also generate additional man-days of employiTient 


upport 


should prevent the season 


1 decline of price during the 


post-harvest period. They should be effective at the level of the 


and not the traders and millers. Prevention of post-harvest 


producer 


improved communication, procurement of processed rather than 


unmilled moisture-laden foodgrains, and greater price incentive 


more labour intensive crops are all essential ingredient 


effective price support policy 


Input prices may be linked with efficient utilisation, reduced cost of 


procurement and distribuition and timely availability of inputs. Timely 


availability of low cost rural credit to small farniers enables them to 


market output at supported prces and obtain input 


at market 


The choice between price subsidie 


and direct investment for increasing 


food production should be directly weighed. A lagre scale food-for 


works programme would not only enhance food supply but al 


the necessary inf rast ru cture for accelerating domestic food production 


The limited budgetary resources should be diverted as far 


to enhance production rather than subsidise consumption 


It is contended that, despite low level of food production in India, an 


equitable and efficient distribution system would have greatly reduced 


sufferings caused by food shortages among a larg 


>ning system, by restricting the flow of food from 


popu lat ion. The 


between 


creates vide variation in food price 


surplus to deficit areas 


The speculative hoarding of foodgrains, often finaced by 


lemen and owners of 


ercial banks produces large profit to mi 
houses at the cost of both the consumer in 



mall producers at the village level (who are for 


sell and the small at the time of harvest). While rationing system i = 
largely confined to urban areas, there is a need for protecting the 
village poor also by extending it on a large scale to the country side. 
An intensive policy operation against the black marketing is essential 


for both ensuring an equitable distribution of food 


tability to food prices. The key problem the country face 


providing 


not the shortage of food but the loopholes in the food distribution 


High prices may not be in the interest of the economy. High food price 


would af fec t food cosumption pattern. The poor would be wor 


effected. With regard to subsidie 


the Indian farmer is 


assisted by government subsidised water and fertiliser. Land taxes are 


constraints will continue to limit 


very 


government outlay subsidies. 


could have been more stable if there has been better 


Food pric 


However, India cannot 


timing of imports and government stock movement 


also afford to kep heavy stock as national grain reserve since the 


torage cost and interest costs (at the rate of 12.5 a year) would be 


therefore incumbent on 


Government to rely on imports rather than national grain 
meet emergencies. But this again heavily depends on whether Ind 
be assured of access to world grain supplies at reasonable pri 


reserves 


international credit to help pay for emergency imports whenever 


tand today, this option involves high risli 


serious risk of recurring world~’Wids foodgrain 


as there is 


shortages. A certain amount of fluctuation in production is 
unavoidable. In fact these minor shortfall to the tune of 3 to 4 
million tonnes is being met at present partly by buffer a sharp detiiine 
in fbodgrains as it had happened to the tune of 17 million tonnes 


during •1965--66 and 10 million tonnes in 1976”-77. To avoid this type of 
serious crisis, India may plead for the internal ional system of 
foodgrains reserve which would help to maintain food shipments in 
periods of world-wide shortage. In addition to this India may also 
explore the possibility of taking advantage of IMF credit facilities to 
finance emergency food imports- If adequate international arrangements 
can be worked out, India can reduce the nationl grain reserve to not 
iTiore than 10 million tonnes capacity- 

Thus a dynamiic price policy should take into account (1) price received 
and paid by the farmers (2) f ert i 1 iser-grain price ratio, (3) producer 
support price, input subsidies and total government subsidy 
expenditure, (4) cost of credit and access there to of the small farmer 
and role of institutional and non-institutional credit with regard to 
agricultural supplies, <5) real wage rates over the years and national 
average and differnces in such rates in between high-growth and low- 
growth areas, (6) estimates of additional man days of employment 
generated, (7) government food distribution system, food pricing policy 
and its impact in terms of lessening seasonal ctnd inter year 
fluctuation, & (8) regional price differentials as between low and high 
growth areas and influence of government policies thereon. 

In the pre--graen revolution period, owing to the persistence of severe 
rural commodities, particularly foodgrains, the terms of trade ( at 
free market prices) in general turned favourable to agriculture. 
Agricultural price policy was concerned in this period mainly with the 
procurement of part of the foodgrain surpluses from the farmers at 
prices lower than the free market prices with a view to protecting the 
consumers, especially in the urban areas. 

In the post-green revolution period, however, agricultural price policy 
became .increasingly producer-or iented . The proportion of the marketable 



of wheat and rice procured from the farmer 


t predetermined procurement price 


agencie 


increased steadily 


which helped to prevent a dip in market prices in years of good 


harvests 


green revolution and 


oncent ration of surpluses in a few regions 


5uch a policy became increasingly important. Despit 


farmers 


this, the terms of trade for agriculture became 


unf avou rafal e 


(until •19aa"-89) 


indicating that part of the 


ring 


from rising productivity on account of technological change 


consume f 


were 


case ot 


rice and wheat, the demand for which is relatively inelastic 


The Commission on Agricultural Costs and Price 


constituted in the 


mid"Sixties 


continued to provide expert advice to the government on 


price policy in the high of the prevailing cost of production 


variation 


in relation to demand and overall price 


movements in the country a 


in world market 


prices fixed by the government ^re in quite a few cases higher than 


those recommended by the commission. In a developing economy like 


the non-"price measures for raising agricultural output such axs 


India 


rrigation and power and 


provision of a basic inf rastructure like 


extension of new technology by making available to the 


armors 


nt than incentive 


eeds and fertilizers are far more import 


y i £• 1. d i n g 


growing pop«ulatiori 


in a democratic policy faced with a 


Also 


essential commodities 


pread poverty, the need to 


and wide 


ns to the consumers at affordable pirices assumes high priority 


f codgra 


It is fair to conclude, therfore, that agricultural price policy in 


tried to balance the interests of producer 


India has 


and consumers in the light of overall goals of development 


FOR AGRICULTURAL REFORMS ! Agricultural growth need not any 


ufficiency, but it may benefit 


be limited bylthe goal of self 



trade 


to raise the overall rate of economic growth 


mode r n i s e t h e ru r a 1 


ector, and generate employment opportunities. The 


must shift to new activities with favourable domestic and 


demand 


uch as dairying and other animal 


and floriculture in order to boost 


snhance en'iployment opportunities 


incentive effects of liberal! 


ains have to be reconciled with the need to 


of society by strictly targeting food subsidi 


the vulnerable 


to the poor through the public distribution system. FTtrther, the design 


and implementation of poverty alleviation programmes can be improved fay 


local level (panchayati raj) institutions 


involving the beneficiaries 


ations. The opening up of the economy will improve 


and voluntary organ! 


the terms of trade for agriculture 
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